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oid. Extromos. 


Ir is natural to hope at all times for 
a booming stock market and a pros- 
perous economy. Especially on the 
turns after a slump in both, when 
hopes are high yet fragile, the worst 
strain is that of waiting day by day 
for recovery to resume. Every week 
appears a critical one at the time, 
although looking back a year or two 
later the causes of worry are not so 
obvious. Neither the market nor 
business can be expected to go 
straight from low point to peak and 
back, like the teeth of a saw. Long 
periods of doubt as to the real trend 
seem absolutely necessary, if only to 
keep the pace of the whole move- 
ment within bounds. 

Stock prices actually lost ground 
between the beginning and the end 
of 1934, in the middle of an extensive 
business recovery, minus war scares. 


The forces pushing toward higher 
corporate earnings were underneath 
all that time, their effect merely post- 
poned. Most issues today are lower 
than nine months ago, but the 
domestic outlook has become some- 
what clearer and barring a change in 
the major trend, time is working 
constantly on the favorable side. 
This is not prediction, merely a 
try for perspective. We are undoubt- 
edly too prone to set the markets of 
1929 or 1932 as the alternative goals 
of current trends, seeing the sky as 
the limit when stocks are strong and 
dreading a drop into the cellar when 
they turn in the other direction. The 
odds are all against either outcome 
in any given period. If business is 
to defer its further improvement for 
scme months, then the market will 
wait for it as it has in the past; prices 


may go lower but domestic causes 
of a “crash” are almost entirely ab- 
sent. Therefore the greatest mistakes 
to be made in trading or investing 
are likely to be from the old, old 
habit of buying when things look 
rosy and prices are up, selling when 
news and market action are poorest. 

This country, strangely, appears 
more jittery over the thought of a 
European war than London. Wheth- 
er that means our nerves are closer 
to the surface, our imaginations 
more vivid, or simply that domestic 
prospects have deteriorated over the 
past few months—in any case we 
can individually guard against ac- 
tions based on impulse alone. Avoid 
extremes, and keep in mind the 
stark improbability of this market 
going to a million or zero within the 
next few months. 
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Courtesy General Motors 


Machine tools, like aircrafts, are among the few industries whose 


prospects are not modified by the uncertainties which accompany 


the threats of war. See "Will Business Resume Advance?" page 710. 
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The Trend of Events 


CONSTRUCTIVE TAX POLICY ... The Administra- 
tion’s proposal to revise the reserve provisions of the 
Social Security Act and to soften the onerous impact 
of Social Security taxes over the next several years is 
a constructive change of real importance and the most 
effective move yet made in the endeavor to cultivate 
business confidence. Whether the suggested change 
represents adequate amendment of the Act is to be 
doubted, but more significant than this is the attitude 
shown. Social Security is the New Deal’s most prized 
and most politically valuable reform. If it is willing to 
amend this we can expect that it will see the wisdom of 
revising other policies that impede recovery. 

Unfortunately, however, neither the New Dealers nor 
the conservative Democrats nor the Republicans seem 
to comprehend the reality that tax policy is the most 
vital single element in the recovery problem and that 
much bolder and more far-reaching tax revisions are 
needed. All talk of balancing the budget under present 
conditions and under present tax policies is shadow- 
boxing, and the New Deal’s reluctance to accept tax 
changes which will temporarily reduce Federal revenues 
is curiously short-sighted. 

The budget can be balanced only if we have a major 
recovery founded on much increased private long term 
investment. Present tax rates and policies constitute one 
of the most formidable obstacles in the path of such a 
recovery. To finance a partial recovery by pump prim- 


ing, the President has unbalanced the budget this year 
by about $4,000,000,000. The wisest and most practical 
long range plan now would be to increase this deficit 
by another $1,000,000,000 or even more—not by more 
borrowing and spending but by reduction of taxes. One 
billion dollars of tax reduction would do more for an 
enduring recovery than $4,000,000,000 of pump priming, 
and a recovery speeded by promotional tax reduction 
would in no great time produce more Federal revenues 
on low tax rates than high tax rates are now producing. 
The maximum personal income tax rate is three times 
as high as it was in our greatest period of prosperity. 
Upper and middle rates should be sharply reduced. The 
last vestige of the undistributed profits tax should be 
repealed. All taxation of capital gains should be abol- 
ished. This would be sound statesmanship and the most 
intelligent way to promote economic recovery. 


LATIN-AMERICAN TRADE .. . The German barter 
method is a potential threat to our trade dominance in 
Latin-America but thus far the available evidence indi- 
rates that it has yet to become effective. Partial data 
shows that in the first half of last year we gained ground 
in most of the larger Latin-American countries while 
losing slightly in several of the smaller countries; and 
that in the second half of the year we more than held 
our position in the Latin-American markets. 

In 1937 the United States (Please turn to page 754) 
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A DESPERATE battle is being fought in Britain and 
France between the forces for acquiesence and the forces 
of resistance to Nazi aggression, and against the inevi- 
table establishment of fascist governments in the wake 
of further Nazi triumphs. 

On the outcome hangs the future of Europe. 

The critical state was reached when Hitler gained 
economic control of Rumania, and the wherewithal to 
wage a long war if he was permitted to consolidate his 
position. The swift moves which enabled Germany to 
absorb Czechoslovakia—its great munition factories— 
its gold—to acquire the wheat and oil of Rumania—to 
seize Memel and surround Poland so as better to dis- 
patch her—all in the space of a single fortnight, was an 
accomplishment which could only have been realized by 
careful planning and cooperation. By that I do not 
necessarily mean active assistance, but tolerant acqui- 
escence based on an understanding in principle at least 
in England and France. 

As I pointed out in the last issue, the absorption of 
Czechoslovakia was merely the final act in a series of 
steps taken by Germany; that Hungary came under con- 
trol quietly and almost unostentatiously. 

Rumania had been refused assistance in London last 
fall, which practically threw her into the lap of Ger- 
many, and drew her in desperation into the Nazi orbit. 
The effect of her capitulation was to break down the 
resistance of all the other small European countries— 
Greece, Bulgaria, Jugoslavia—who, one by one, were 
preparing to sign up with Germany. Then came the 
Polish crisis which aroused the opponents of “appease- 
ment” to vigorous action; and the battle is on between 
those who are for Germany and the Nazi-Fascist prin- 
ciple against cooperation with the United States and 
Democracy. 


Background 


The whole thing dates back to the World War which 
produced financial and economic repercussions not con- 
templated by England, France or Germany. The United 
States became the banker of the world, and the dollar 
the standard for all currencies. This was a great blow 
to the British who not only found themselves taking 
second place, but also in a position to lose control of 
their Empire. 

A plan to stop the United States was evolved in which 
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BY CHARLES BENEDICT 


IN ENGLAND AND FRANCE 


the first step was to break the power of the dollar. 
There was a repudiation of war debts in which all the 
European countries took part. This was followed by 
various kinds of import taxes which made it necessary 
for Americans doing business in Europe to establish 
plants in these different countries in order to hold the 
trade they had developed in various types of goods. 
Various regulations and taxes against foreign owned cor- 
porations were enforced, resulting in further losses and 
frequently in abandonment and sale of these American 
branch plants abroad. 

During this period London, Paris and Berlin were 
rife with propaganda against “Uncle Shylock.” Every- 
where we were told that the United States had shown 
such poor judgment in the lending of her money and 
the handling of her foreign economic arrangements as 
to prove herself incompetent and a disturbing influence 
in the world; and that England with her great experience 
in foreign trade and banking was the logical money cen- 
ter of the world—that, besides, the machinery which 
we could not hope to develop, existed in England where 
it had been built up to a high point of efficiency in the 
past century and more. 


After 1929 


After our collapse in 1929 we were met with defaults 
on all kinds of commercial debts in the various countries. 
This was followed by a wave of nationalism with each 
nation working to become self sufficient. The deepen- 
ing depression brought further monetary restrictions, 
making it impossible to withdraw funds or gold, or any- 
thing but goods from the different countries. And one 
could not go anywhere in Europe without hearing the 
most derogatory comments about Americans, while the 
press abroad concentrated almost entirely on Al Capone, 
our wave of gangsterism, and the Lindbergh kidnapping 
as evidence that we were a rude, uncivilized and crude 
people—centuries removed from European culture and 
unfit to be the financial and economic center of the world. 

In the meantime, Mussolini having failed to secure the 
territory promised Italy by England and France in the 
World War, began to make plans to secure it willy-nilly— 
and do a little additional expanding at the same time. 
The conquest of Ethiopia would give him control of the 
source of the Nile—which I believe was his reason for the 
Italian expedition rather than the usefulness of the ter- 
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ritory itself. At this point English opposition brought 
the Rome-Berlin axis into being, for Mussolini encour- 
aged Hitler to enter the Rhine and focus the attention 
of England and France on Central Europe and away 
from Ethiopia, to enable him in the meantime to carry 
through his African campaign. The ruse succeeded and 
gave the Nazis the courage to make a drive on Austria 
in 1934—but a strong Mussolini stopped them. 

Out of the attempt, however, was born an idea which 
decided England to encourage Hitler, in the belief that 
a strong Germany dependent on Britain financially— 
would make a weak Italy—hence a more secure Medi- 
terranean. Thus when Germany took Austria in 1937, 
three years later, it had tacit English support. 

It was a greatly weakened Germany financially and 
economically. In 1931 she was beginning to show a 
favorable balance of trade, but after Hitler came to 
power in 1932, the decline began. See below the per- 
centage of total German industrial production, including 
manufactured foodstuffs as represented by exports that 
bear this out:— 


German Exports 


Before Hitler After Hitler 
1925... 18% 1932 25% 
1926. 25% 1933 20% 
1997... 20% 1934 13% 
1928... 21% 1935 11% 
1929... 247, 1936 9% 
1930........ 26% 

1931... 29% 


The continuing decline was due: First, to the unoffi- 
cial boycott which had sprung up all over the world 
against German goods. Second, to the stopping of pay- 
ment on their foreign obligations with the resultant cam- 
paign for self sufficiency and a continuing trend of in- 
dustrial effort toward rearmament. By 1937 the re- 
armament program was absorbing the wealth of the 
people and reducing the standard of living for everyone. 

Without English acquiescence, this weakened Ger- 
many would never have dared to take Austria in 1937. 

As Senator Borah in the New York Times of March 
26th says: 

‘When Hitler was preparing for the taking over of 
Austria, a representative of the British Government let 
Berlin know that it might be well for Europe if Austria 
passed into stronger hands.” 

“No better friend since Hitler became the master of 
Germany has Hitler had than the British democracy. 
Apparently regarding arbitrary, centralized government 
in Europe as the best guarantee of stability, it has built 
up Hitler’s strength and favored his cause in every cru- 
cial situation.” 

“When Prime Minister Chamberlain made the Munich 
settlement on the assumption that Hitler could be trust- 
ed, he gave greater power and prestige to Hitler through- 
out Europe than he perhaps had ever hoped to enjoy.” 


The German Minorities in Middle Europe 
With Austria in the bag—Germany acquired economic 


control of Middle Europe, as I pointed out in the March 
25th issue of Toe Macazine (Please turn to page 750) 
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Market Over the Near Term 


We doubt the theory that recent reaction signalled a 


bear market, but hope for resumption of the major 


business recovery must be deferred for the present. 


We counsel partial liquidity but no general liquidation. 


BY A. T. MILLER 


, New York market’s preoccupation with the now 
chronic European crisis—sensationalized by the world’s 
most elaborate newspaper and radio coverage—reached 
the point of sheer emotionalism last week. Two facts 
support this conclusion:—(1) while our representative 
market averages plunged sharply through the January 
lows, the London, Amsterdam and Paris markets—much 
closer to the feared air bombardment than we are—did 
not even closely approach their January lows; and (2) 
aircraft manufacturing stocks were dumped with the rest, 
several of the best reaching prices only 10 times virtually 
assured 1939 profits per share. 

It can be argued, of course, that a clairvoyant market 
is forecasting a set-back in domestic business. If this is 
the real explanation of the decline, it is a remarkable co- 
incidence that it was timed exactly with the European 
crisis which has developed since Hitler grabbed Czecho- 
slovakia. Moreover, if it is a rational forecast of com- 
ing business reaction, rather than unreasoned fear, why 
did it include the aircraft stocks in which the trend of vol- 
ume and profits is not under question? 

There can be no doubt that there is an unfavorable 
relationship between the severe market decline and the 
business outlook, but in the existing fundamental eco- 
nomic setting common sense tells us that market reac- 
tion is cause and that a change for the worse in the near 
term business outlook is effect. Business men turned 
generally bullish last June only when the stock market 
began a spectacular advance. Business men were hope- 
ful of a somewhat belated spring advance—and probably 
justifiably so—until our thin and jittery market went 
smashing down on the European news under a volume 
of liquidation which in older days would not have rated 
a single newspaper headline. 

Looking at the market’s numerous changes of direction 
during the past year, as shown by the feverish charts op- 
posite, we find it hard to believe that this jitterbug per- 
formance is geared to the solid economic realities. Yet 
we cannot deny the possibility that market and business 
pessimism may feed on each other for a while. 
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As late as the week ended March 25, with the Euro- 
pean crisis dominating the first pages of the newspapers, 
but before last week’s additional market break, our sea- 
sonally adjusted index of per capita business activity 
stood at estimated level of 84.4 and for a month had 
shown a modest upward trend from a February low of 
81.7. Within the past week, however, there has been 
a turn to the cautious side in business spending and in 
consumer outlays for other than necessitous goods—the 
change coinciding with market reaction. Very likely 
this will be reflected adversely in the composite business 
indexes before long. 

On the other hand, if early European events fortify a 
conviction that there will not be a major war this spring 
or summer—a hope tentatively reflected in moderate 
market rally as this is written—a substantial market 
rebound would be possible; and this would do more than 
anything else to strengthen business sentiment. Busi- 
ness operations have leaned strongly to the conservative 
side for many months. There is no important excess in 
prices or inventories to be liquidated. The country’s 
actual buying power has not yet been really damaged. 
No such industrial collapse as that of late 1937 and early 
1938 seems possible. In short, the worst that we can 
see is not a new depression after a business rise that 
lasted for only eight months—or from the low of Feb- 
ruary, 1938, to the December high—but a let-down re- 
flecting reversion to extreme caution in forward com- 
mitments. 

Since the Dow theory has a considerable following and 
since it has definitely indicated a bear market, with de- 
cisive penetration of the January lows by the industrial 
and rail averages on sharply increased volume, a few 
words of comment are pertinent. If we accept this rea- 
soning, the last bull market endured for only seven and 
one-half months, ending at the November high, and a 
bear market has now been in progress for just one week 
less than five months. There are two things worth not- 
ing about this. First, a bull market lasting only seven 
and one-half months is far shorter than the great ma- 
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jority of past bull markets. Second, the life of a bear 
market usually is in reasonable proportion to the exces- 
ses of the previous bull market—and if we have been 
five months in a major downtrend after only seven and 
one-half months of bull trend it would seem that the 
bear movement is already living on borrowed time. 

Of course, the simple fact is that no mechanical mar- 
ket indicator is infallible and neither are its interpreters. 
The acknowledged high priest of the Dow theory called 
a bear market in the spring of 1926. Moreover, if the 
low of the present decline should turn out to be very 
few points under the level at which the Dow theory gave 
a bear market signal last week it would not be the first 
time this has happened. In June, 1923, the Dow theory 








gave a bear signal only 5 points above what proved to be 
the final low in the averages and not so very far in ad- 
vance of the start of our greatest bull market. 

In our opinion, we have seen a deep reaction in a 
major bull trend—probably somewhat similar in long 
run technical implications to the disappointing year 
1934. Nevertheless, hope of sustained new advance will 
have to be deferred, and there is no positive proof re- 
action has ended. In this setting the prudent investment 
and long range speculative policy must be to compromise, 
by being neither wholly in the market nor wholly out. 
We do not counsel liquidation of stocks beyond reason- 
able need for liquidity, nor can we counsel full utilization 
of available funds. Monday, April 3. 














] 
} 

— 
| 


| 








TREND INDICATORS 





Compiled by THE MAGAZINE OF WALL STREET 


























| 
110 | f vi , i | i i, 
coal ie Fr 


| 
oe a - . . _ 
ly | L ‘mi | 
i MN i L rey | 
eas! ae 








i germs PETTY] ba 
75} 
| | 
| | 
-~ | | 
— . | it 
70} So na ee 
| 
6s}—_____|_ 
60}— ——- 


Te 








i ae ier ft venta cnpulias 














COMBINED AVERAGE 
WEEKLY INDEX 



























De Hi i 
ay dh il Wit “ll | 
+ hltladbd ug 








APRIL 8, 1939 






I 
ill 


| | | 
A Ea | 
| | il | 
APR MAY JUN JUL A ; 
bs eerie 21 iaaa UG SEP ; NOV DEC JAN rep MAR APR MAY 
CEE IO IO PEERED i Sg | 


709 














ih 




















Triangle Photo 





Will Business Resume Advance? 


Recurring War Threats Have Slowed the Pace of Recovery 


BY WARD GATES 


= MEN are worried by the course of events in 
Europe and are disappointed with the results to date of 
the Government’s campaign to revive investment con- 
fidence. Yet business psychology and commitments had 
been decidedly on the cautious side for some time, so that 
added alarms and disappointments thus far are largely 
reflected in sentiment rather than curtailed operations. 
When you are already doing no forward buying and your 
production schedule is closely geared to orders in hand, 
you can’t do much about it whether Hitler scares you 
or not. 

Whether business is good or disappointing right now 
depends in considerable degree upon one’s point of view 
and in at least some part on the method of measurement. 
Actual business volume has been maintained throughout 
the first quarter at virtually the best recovery level 
reached in December, but, since seasonal advance is the 
normal expectation within this period, the seasonally 
adjusted indexes of aggregate business volume have 
shown a moderate decline. A majority of professional 
business analysts are beginning to wag their heads at 
the absence to date of any convincing sign of spring 
advance. Possibly their foreboding is well founded, but 
to the writer the case does not seem to be open and 
shut—at least not yet. 

This publication’s business index, adjusted for seasonal 
factors and population growth, has advanced from a 
February low of 81.7 per cent of the 1923-1925 average 
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to estimated figure of 84.4 for the week ended March 25. 
The February low was 6.3 points under the highest week, 
which was reached in December. Since profits are the 
big idea in business, monthly fluctuations in volume are 
more significant than weekly, and quarterly changes 
are more significant than either. With full allowance 
for seasonal factors, the first quarter average appears to 
have been approximately 83.6 as compared with 83.8 for 
a 1938 fourth quarter that most people thought was 
quite good. 

Thus, without seasonal allowance, actual volume— 
upon which business profits chiefly depend—has been 
higher than the fourth quarter average. Moreover, both 
actual volume and the adjusted index in the first quarter 
have been at a level more than 10 per cent above the 
first quarter of 1936—the latter period, if we may judge 
by the course of the stock market at that time, having 
been considered more than satisfactory. 

We enter the second quarter with the adjusted busi- 
ness index less than 4 per cent under the average of the 
active and profitable second quarter of 1936. Seasonal 
factors call for substantial second quarter decline in 
aggregate volume, as compared with the first quarter. 
This means that maintenance of present actual volume— 
European news permitting—would produce a_ sharp 
advance in the adjusted business indexes. It means 
that a less than seasonally normal decline in actual 
volume would produce some advance in the adjusted 
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indexes. It also probably means that it would take 
further severe shocks from Europe to produce any impor- 
tant second quarter reaction in the adjusted indexes. 

If ever American business were “healthy,” it is 
“healthy” today—putting out of mind reliance on Gov- 
ernment spending and using the term only in reference 
to the operating conditions within the control of private 
management. Inventories are low and stable. Prices 
are low and stable. Unit labor costs in most manufactur- 
ing industries have been substantially reduced from the 
uneconomic peak of 1937 and in all major industries the 
prospect seems to be for reasonable stability of labor 
costs for an indefinite time to come. 


No Excess to Be Corrected 


In short, there is no business excess to be liquidated. 
Physically and psychologically, business is in a position 


- to move forward if given half a chance by the European 


and Washington developments; and to retreat in orderly 
manner — rather than to collapse —if Europe really 
plunges into war. So far there is no positive evidence 
that the recent European tension has influenced produc- 
tion schedules. Last September, when the pre-Munich 
world was scared to death that war might be imminent, 
there was no material effect on business activity although 
a minor dip in our business index from 80.1 for the week 
ended September 17 to 78.9 for the week ended Octo- 
ber 8 may possibly, but not certainly, have been caused 
thereby. For what it is worth, the first month of the 
World War in 1914 brought a drop of about 3 per cent in 
the adjusted business index, with the period of reaction 
lasting five months and amounting to a total of about 
11 per cent. 

On the other side of the picture, despite absence of 
vulnerability in either inventories or the bank credit 
position, some important lines of business—especially in 
durable goods—are more sensitive than formerly to the 
fluctuations of the stock market, and the stock market, 
for a variety of reasons, is more sensitive to foreign shock 
than in earlier times. 

In the nearby outlook for durable goods activity, con- 
struction and automobile production are the key factors 
—vitally affecting steel and other supply industries. The 
common characteristic of all durable goods—including 
producer goods—is postponability of demand. In less 
marked degree, there is the same characteristic in semi- 
durable goods. The greater the commitment involved— 
such as in a decision to contract for the erection of a 
home or a factory or the purchase of an expensive 
machine—the stronger is the urge to defer action in any 
period of marked uncertainty, domestic or foreign. 

There is a compelling human urge to hold spending 
to the essentials at a time of greater than normal doubts 
and fears and uncertainties, as now reflected in jittery 
security markets throughout the world. Hence, even 
though the effect is not yet visible in the business index, 
it cannot be doubted that fear of European explosion 
has become a major obstacle to badly needed progress 
in producer goods, in new building awards and in con- 
sumers’ durable goods such as automobiles and house- 
hold equipment. Nor can it be doubted that these types 
of demand would be further curtailed—however tem- 
porarily—in the event of major war. 
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The barometric steel industry is the most reliable 
single mirror of demand for all types of durable goods- 
Its operating rate at this writing is 55 per cent of capac- 
ity, has failed to show a first quarter rise up to normal 
seasonal proportions and may have passed its peak for 
the first half of the year. With allowance for the sea- 
sonal factor, however, it is still possible for the adjusted 
steel index to make a better showing in the second quar- 
ter than in the first. 

New steel business booked in March made no 
significant gain over February and current buying is 
not sufficient to support a 55 per cent operating rate. 
In considerable degree producing schedules are being 
maintained in filling earlier orders, especially in rails 
and track accessories, tin plate and structural steel. 
Whether railroad buying at the relatively good pace 
of the first quarter will be continued is doubtful. De- 
mand for structural steel will be maintained fairly well 
for some time to come as the P WA program will not 
reach peak activity before July. The weakest spot in 
the steel picture is disappointing demand for light 
steels. 

In the closing months of last year motor manufac- 
turers stocked up heavily on steel at cut prices. Their 
current demand consists of relatively light fill-in orders, 
and it is reported from Detroit that two independent 
motor companies will complete their 1939 model runs 
without having to enter the market for more steel. 
Unless there is a prompt and decisive improvement in 
retail sales of cars, second quarter steel orders from the 
Big Three will be somewhat less than had been antici- 
pated at the start of the year. 

In the first six months of the 1939 model year— 
consisting of the final quarter of last year and the first 
quarter of this year—total production of cars and trucks 
has been approximately 2,112,000 units. This is, roughly, 
14 per cent less than for the corresponding period of 
1936-1937 and 5 per cent less than for the corresponding 
period of 1935-1936. The most recent complete data 
indicates retail sales at a level about 28 per cent less than 
two years ago and about 7 per cent less than three years. 
ago. In recent weeks the rate of seasonal expansion in 
detail sales has weakened a bit, reflecting the influence of 
{uropean crises and stock market reaction. 


Motor Sales Retarded 


Production of cars and trucks over the past two quar- 
ters has been more nearly in line with output of 1935- 
1936 and of 1936-1937 than retail sales have been. Such 
stocking up of dealers was deliberate and probably wise 
policy, stabilizing employment and mitigating conse- 
quences of possible strikes. On the other hand, it neces- 
sarily means that unless retail demand shows greater 
than seasonal improvement in coming weeks, motor out- 
put after April is likely to experience prompt and greater 
than seasonal contraction. 

An increasing volume of construction is the most 
encouraging single factor in the business outlook, al- 
though it must be noted that new awards—on a season- 
ally adjusted basis—can hardly maintain the pace 
shown in recent winter months. The backbone of revival 
in building has been (1) public works financed by the 
Federal Government, and (Please turn to page 752) 
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at 2.4. F. 


Roosevelt and Congress are more at odds than ever, 
and situation will get worse as session continues. Con- 
gressional Jeaders are having trouble mapping policies 
and keeping majority in line, and Roosevelt is not in- 
clined to do anything to help because of former criticisms 
of his dominance of Congress, apparently hoping there 
will be another demand for him to take the helm. But 
prospect is for Democratic Congressional leaders to in- 
crease their independence of the White House. 


Appeasement program toward business is adhered to 
by those administration advisors who started it, plus 
large bloc in Congress, but is hampered by some intra- 
administration influences which frequently sway the 
President; by local politics and log-rolling; and by popu- 
lar expectation of too great immediate tangible results. 
But deadlock between divergent administration forces 
should be helpful through preventing inauguration of 
new reforms and disturbing proposals. 


Tax revision will be pushed in Congress regardless of 
Roosevelt’s attempts to make it unpopular. New bill 
must be written to care for expiring provisions and this 





WASHINGTON SEES 


No appeasement between Congress and 


White House. 
Tax revision assured, but not sweeping. 
Revision in federal relief program. 
Administration zealously anti-Nazi. 
Cotton export plan under fire. 
Conservative social security changes. 
Tax exempt bond elimination pressed. 


Anti-trust policy being sugared. 
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will be vehicle for easing some taxes burdensome to 
business. But total corporation levy will not be reduced 
materially, and chief advantage of changes will be the 
demonstration of Congressional attitude of surveying 
tax laws to help rather than punish business. 


Third term talk is no longer heard among close political 
observers. Roosevelt is regarded as on the way out. 
Main question now is how much he will control next 
Democratic convention. Can he dictate platform and 
nominee? Party conservatives are openly attempting to 
prevent this, and appear to be making progress. Garner 
is letting himself be used as the focal point, but in the 
final analysis probably will not be an active candidate 
himself. Republican prospects are improving as new 
leadership is coming to the fore and many Washington 
observers give them an even chance for 1940. 


Relief policy fight is brewing for later in session, for 
which present controversy over current funds is a cur- 
tain raiser. Senate group has prepared new relief plan 
without much fanfare, and House will investigate W P A 
in unfriendly atmosphere. Prospect is for drastic revision 
of set-up and considerable reduction in appropriations. 


Anti-German feeling within administration is intense 
and undisguised, and there is also disappointment that 
<uropean democracies have not presented a stiffer front 
since the U. S. is now out on a limb in officially denounc- 
ing German conquests. But many in Congress, while 
not approving German actions, strongly feel we will 
again be the goat of European diplomacy and should 
keep out of it. There would be much criticism of ad- 
ministration’s policy except that this would appear pro- 
German. 


Countervailing duties on German imports were im- 
posed as political move. German barter system has been 
understood by Treasury for years and countervailing 
duties were imposed on some goods two years ago and 
later modified, but after Czechoslovakian dismember- 
ment the administration found new evils in the barter 
system and penalized all German goods. Result will 
be tremendous reduction in German imports and corres- 
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ponding loss of German export market particularly for 
oil, corn, cotton, copper. 


German economic information distributed by U. S. of- 
ficials is that the Reich is in desperate condition, has not 
improved her economic situation by recent acquisitions 
and agreements, could not stand a long war. But some 
non-official observers think this is wishful thinking, that 
Germany is, or soon will be, in much stronger position 
than the administration likes to think. 


Cotton export plan of Roosevelt is meeting much op- 
position on grounds that—de- 
spite denials—it is contrary to 
reciprocal trade policy, is too 
much like German export subsi- 
dies against which we protest, 
may destroy export markets for 
U. S. cotton manufactures. Ad- 
vantages are it will cost U. S. 
Treasury less than other plans 
and will hold up cotton price in 
election year. Cotton interests 
are divided on the plan and 
many administration _ officials 
don’t like it. 


Social security tax increase, 
scheduled for next year, will be 
postponed by Congress which 
welcomes administration’s ap- 
proval of abandoning huge re- 
serve fund. Action will save 
business sizeable sum in payroll 
taxes. Some extension of S S 
act and moderate liberalization 
of benefits may be enacted this 
year, but not as much as has 
been proposed—but probably 
enough to reduce pressure for 
Townsend plan and_ similar 


Pictures Inc. 


impractical schemes. 
T N E C members make no secret of their displeasure 
with performance of Federal Trade Commission in 
parading monopolistic practices of many industries 
and its attitude of prosecution and criticism as shown 
particularly in its denunciation of basing point sys- 
tem of steel industry. Feeling is that F T C departed 
from announced purpose of objective study and 
unnecessarily antagonized business and undermined 
confidence. 


Tax exempt bond issue was not touched on by Supreme 
Court in permitting reciprocal state-federal taxation of 
employees, and both advocates and opponents of ending 
tax exempt bonds read encouragement into the decision. 
But case will speed up efforts of administration to push 
through bill attempting to tax state and municipal bonds 
without constitutional amendment. Federal tax on state 
employees will provide some additional revenue but will 
not be retroactive. 


Douglas appointment to Supreme Court assures liberal 
majority there for many years but compensating factor 
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W. O. Douglas, who leaves the chairmanship of the 
S E C to become a justice of the Supreme Court. 


is that Congress is expected to be relatively conservative 
for some time and to be much more careful in drafting 
legislation. But Roosevelt appointees may not prove to 
be so radical in the long view as may appear now. Sig- 
nificant is Frankfurter’s statement that an important 
shift in constitutional doctrine after a reconstruction in 
the membership of the Court should not derive from 
mere private judgment but can be justified only if 
rooted in the Constitution itself. 


Receivership study is planned by S E C and Justice 
Dept. with view to further changes in corporation reor- 
ganization procedure in hope of 
shortening time, reducing ex- 
pense, and elminating political 


influence in bankruptcy pro- 
ceedings. 
Investment trust regulation 


will be sought in S E C report 
nearly ready, but will not be 
drastic or startling. Congress’ 
appetite for sweeping financial 
reforms is not great at present. 


Anti-trust policy of Thurman 
Arnold has been approved by 
Atty. Gen. Murphy but he is 
trying to dress it up to make it 
appear helpful to business in- 
stead of cause for alarm. In- 
dustries will be invited to dis- 
cuss their competition problems 
directly or through mediary of 
other federal agencies; Justice 
Dept. will not approve plans in 
advance as was once done but 
will investigate and bring suits 
with definite corrective plan in 
mind and will settle through 
consent decrees. This steals the thunder of Federal 
Trade Commission which has been trying to do this for 
years but in a weak-kneed manner. 


War tax bill designed to draft capital to “pay as we 
fight” will not be enacted in spite of wide sponsorship 
because it is obviously confiscatory, impractical, and 
would cripple industry. Its significance is in showing 
Congressional sentiment against foreign wars and fear 
that administration may lead us to brink of one un- 
less strong contrary pressure is made felt. 


Airport construction subsidy by federal gov't is sought 
by C A A on grounds of defense, work relief, and promo- 
tion of interstate commerce and pilot training. Plan 
calls for expenditures of $125,000,000 annually for several 
years to provide ultimately 3,500 airports, with states 
paying operating expenses (except lighting) and some 
portion of construction cost. 


Walsh-Healey act attack by “little steel” against mini- 
mum wage order is challenge to method of Labor Dept. 
inapplying law in attempt to equalize union and non- 
union wage scales and lessen geographical differentials. 
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Investments of Today and Tomorrow 


Increasing Demand for Income Securities a Strong 
Factor in Both Bond and Stock Markets 


BY J. S. WILLIAMS 


A, recent weeks there has been a marked resurgence 
in both the public and institutional demand for depend- 
able income-producing securities. This increased em- 
phasis on investment yield may not seem particularly 
noteworthy when one stops to consider that the ultimate 
objectives of any strictly investment undertaking are 
security of capital and the employment of capital at a 
reasonable rate of return. Yet it is a fact that it has 
been some time since primary factors alone have gov- 
erned the direction of the flow of investment funds, as 
they do at the present time. In recent years investors 
have been compelled to compromise their judgment with 
such considerations as ready liquidity, threatened infla- 
tion, low interest rates, large scale refunding operations, 
and the ever increasing pressure of idle investment capi- 
tal. 

That investors apparently are again being guided by 
fundamental precepts does not mean that these latter 
factors have been eliminated, or even appreciably miti- 
gated. The threat of inflation is dormant, at least for 
the present, while most of the others seem likely to be 


positive items in our financial economy for as far ahead 
as can be reasonably foreseen at this time. Thus while 
the probabilities are that banks, insurance companies 
fiduciaries, and individual investors all share the wish 
that present conditions were more favorable to their in- 
vestment efforts, the recent indications are that all of 
these groups are taking a more realistic attitude toward 
what constitutes investment safety and a fair yield under 
present day circumstances. 

In this attitude, investors, particularly banks and in- 
surance companies, have undoubtedly been under a 
certain amount of natural compulsion, resulting from the 
urge to put idle investment capital to work. One of the 
most striking examples of the force of such circum- 
stances was the decisive change recently made in the in- 
vestment policies of the Federal Reserve Member Banks 
in New York City. In the short space of three weeks this 
group of banks added $349,000,000 in United States gov- 
ernment bonds to their portfolios, while during the same 
period there occurred substantial liquidation of their 
holdings of short term Treasury bills and notes, many of 

which were selling on a virtually no-yield 





basis. While it is true that longer term 
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Treasury bonds were selling at close to their 
peak levels, they were still obtainable on a 
basis to afford a larger yield than the earlier 
maturing bills and notes. Offsetting the larger 
yield on longer term Treasury bonds is their 
vulnerability to any developments resulting 
in a hardening of interest rates. It may be 
inferred, therefore, that New York banks, well 
aware that the risks of a decline in the prices 
of high grade bonds were greater than the 
possibilities of a further appreciable increase 
in their value, nevertheless took the only 
course open to them to enlarge their earnings 
assets. 

Loans and investments are the earnings 
assets of a bank. For some months it has 
been an established banking policy to retain 
a high degree of asset liquidity in relation to 
demand liabilities, a policy on which were 
superimposed unprecedentedly low interest 

















rates. As a consequence bank earnings were 
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severely restricted. However, with demand deposits 
rising steadily, excess reserves approaching a new peak, 
and with commercial borrowings only recently showing 
a very modest increase, banks have been left virtually 
without alternative in building up earnings assets except 
to purchase bonds. Even so, it is hardly to be supposed 
that the New York banks would have been willing to 
succumb to this compelling urgency unless, in their opin- 
ion, conditions presaged a protracted period of low in- 
terest rates and, per se, high bond prices. 

The pressure of accumulating investment funds is no 
less acute in the case of the life insurance companies. 
While the scope of insurance companies’ investment ac- 
tivities is broader owing to their greater choice of invest- 
ment mediums, and they are particularly favored by their 
ability to make policy loans, the supply of suitable issues 
has dwindled to a point making it necessary for insur- 
ance companies to take unusual steps. State legislatures 
are being petitioned to modify existing restrictions on 
life insusance company investments; there have been 
numerous instances during the past year where a group 
of life insurance companies, or even a single company, 
have taken an entire new corporate bond issue, obviating 
the necessity of a public offering; and more recently life 
insurance companies have been turning to industrial 
preferred stocks. Life insurance companies have previ- 
ously allotted a portion of their funds to preferred 
stocks, but total holdings in this group are small in rela- 
tion commitments in mortgages, bonds and loans. The 
fact that currently insurance companies have become 
large scale buyers of preferred stocks, reflects the dearth 
of new bond offerings thus far this year. 

There are many preferred stocks which in investment 
quality rank on a par with the average corporate bond 
issue and are obtainable on a somewhat better yield 
basis, an advantage of prime importance in their favor 
at this time. In the purchase of preferred stocks, life 
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insurance companies have shown a preference for the 
issues of companies identified with the more stable con- 
sumers’ goods industries. The reasons for this preference 
are obvious. When the emphasis must be placed upon 
dependable income, whether the investor is an institu- 
tion or an individual, choice tavors the preferred shares 
of food, drug, snuff and tobacco companies, as being 
considerably less vulnerable to recurring changes in gen- 
eral business activity and public purchasing power. In 
the same way some of the best managed chain store 
securities are coming into greater favor as investment 
media. 

Having a much greater freedom of choice than insti- 
tutional investors, the individual has not been bothered 
so much by the problem of finding suitable investment 
mediums, as he has been by the need to find suitable 
issues yielding an adequate return. The same factors, 
however, which were responsible for revising the invest- 
ment tactics of banks and insurance companies have 
been felt by individuals—but in a somewhat different 
(but related) manner. Whereas banks were concerned 
over their inability to put their earnings assets effectively 
to work, and until recently their prime concern has been 
the maintenance of a high degree of liquidity, and insur- 
ance companies have been concerned principally over 
the dwindling supply of suitable issues and the lag in new 
financing, the individual investor’s income from securi- 
ties, has been steadily whittled away over the past sev- 
eral years. 

In the case of many investors wholly or partially de- 
pendent upon income from securities, the problems aris- 
ing from this loss of buying power have defied their 
ability to cope with them. Under the urge to make up 
this deficiency in income, it is only natural that investors 
would succumb to the temptation to go further afield to 
find issues which afforded a yield conforming with their 
conception of what constituted (Please turn to page 754) 
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The Level of Business in 1929 Compared to 1937 Was:— 
(1923-25 equals 100) 
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This Productive Activity Was Financed as Follows:— at the hed side of 1000 the Amcsican 


people and the politicians are now 
yearning increasingly for a return to e 
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governmental measures, has _ been al 
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peat themselves. There was only one 
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Wy Yi, tulip craze and one South Sea Island 
1929 BANK LOANS ffffhs3 I ; als 
ad ns ZA bubble. We shall need considerably a 
more of the speculative spirit than our 


people now show to get back any- 
where near the prosperity of the 1923- 
1929 period. The charts on these two 
pages bring home in striking fashion 
the economic and financial gaps be- 






























1929 
1937 

















ab 
int 






























i929 BANK INVESTMENTS “7 


1937 





mo 
bee 

















Amount of Public Indebtedness to Be Supported Was in tween 1937, the best New Deal recov- cal 
Contrasting Trends:— ery year, and 1929, the peak year of - 
the much criticized Old Deal. = 
IV 
6 
FEDERAL STATE & LOCAL PUBLIC DEBT Paws - 
On a per capita basis business ac- larg 
c , tivity in 1937 averaged more than 11 div 
s per cent less than in 1929, and today = 
9 os stands approximately 20 per cent 0 
\ 1933-1937 under the 1929 level. As compared aot 
= with 1929, the most significant eco- Ing 
5 ae A nomic deficiencies in 1937 were in— ea 
a and are now in—output of producer 
a 3 goods and the volume of construction. 
Building awards in 1937 were only a E 
bit more than half of the 1929 figure, fina 
20 7 9 on — a which itself was well under the peak mu 
1933 1934 1935 1936 1937 of the “New Era” construction boom. and 
Volume of durable goods in 1937 was idle 
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about 12 per cent under 1929 but this 
index includes consumers’ durable 
goods, such as automobiles and house- 
hold equipment, and for this reason 
somewhat conceals the severity of 
continuing depression in producer 
goods. While there are no complete- 
ly accurate statistics on total output 
of producer goods, it is a reasonable 
estimate that such volume in 1937 was 
fully 30 per cent under the 1929 av- 
erage, allowing for both price changes 
and growth of population. It is prob- 
ably 40 to 45 per cent under the 1929 
level today. 


* * * 


In the financial picture some of the 
inost striking changes since 1929 have 
been the shrinkage in corporate new 
capital financing, in bank loans and 
in the turnover of bank deposits on 
the one hand, and in the rise of bank 
investments and bank deposits on the 
other hand. Deposits in 1937 were 
larger than in 1929 but debits to in- 
dividual accounts were 40 per cent 
less than in 1929, excluding New 
York City where the 1929 security 
activity figured largely in the bank- 
ing figures. Deposits are now above 
1937, with velocity near all-time low. 

* * * 

Economic depression stems from 
financial depression. Prosperity awaits 
much increased private investment 


and more active use of our large but 
idle bank deposits. 
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Caterpillar 


Prospects Favor 
Sustained Demand 


For Power Equipment 


BY ROY L. HAVENS 


L. the dark days of 1932, Caterpillar sold below 5. At 
the 1937 peak it touched 100, two-thirds again as high 
as the best price reached in legendary 1929. In early 
1938 it dropped to a fraction under 30, from which level 
it has since recovered to 58 and is now selling in the 
middle 40’s. As a market performer, Caterpillar thus 
obviously belies its name, and a not too difficult deduc- 
tion is that the company is in a highly cyclical business. 

And so it is, but scarcely for the reason too commonly 
ascribed. For Caterpillar is regarded by many as a farm 
equipment maker and therefore subject to all the vaga- 
ries of agriculture and farm purchasing power. To be 
sure, farm sales are important but, primarily, the com- 
pany must be thought of as a leader in the production 
of machines for heavy traction duty entering into road 
building, mining, lumbering, oil field work, and the like, 
and as the foremost manufacturer of Diesel power though 
this division is of less importance to overall earnings 
than might be supposed. But we’ll get to that question 
later; first let’s have a look at the heavy tractor and 
road machine business. 

In the heavy engineering field where large scale earth 
moving operations are involved, Caterpillar has little to 
learn from Mahomet. Its self-powered auto patrols, its 
tractor-hauled terracers and graders, and its tractors 
alone, rigged out with Le Tourneau or Bucyrus-Erie bull- 
dozers and drag scrapers, have moved in the aggregate 
more than one mountain. Altogether, the company 
manufactures three sizes of Diesel-powered patrols, as 
well as two trailer patrols, for road ditching, bank cut- 
ting, surface maintenance and similar work. Other earth 
moving and road machines, including several sizes of 
blade graders, elevating graders and terracers, are spe- 
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Tractor... 





cially built for use with various units of the company’s 
tractor line which includes five Diesel and three gasoline 
models ranging from 25 to 95 drawbar horsepower. 
Gasoline tractors are manufactured only in the smaller 
sizes and the larger Diesels are more important from a 
dollar volume and earnings viewpoint. The latter units, 
frequently equipped for special attachments, are often 
almost in the nature of custom built jobs and carry cor- 
responding margins of profits, especially on replace- 
ment parts. 

As we have already noted, Caterpillar’s common desig- 
nation as a farm equipment maker is a misnomer though 
the company does, of course, derive considerable busi- 
ness from the large farmers of the West and also depends 
mainly on agricultural demand for the bulk of its export 
business. For a number of reasons, however, the greater 
part of the domestic farm market—comprised of the 
millions of small farms throughout the eastern and 
middle western sections of the country—is pretty well 
beyond its reach. 

In the first place, the track-type tractor, which Cater- 
pillar manufactures exclusively and of which it is the 
world’s largest producer, is demonstrably more economi- 
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cal only in large scale farming operations or on unusually 
marshy ground. A machine of this type, because its 
weight is evenly distributed over two broad cleated 
tracks, delivers very high drawbar horsepower (that is, 
pulling power) on relatively low motor horsepower and 
without bogging down or digging in even on soft soil. 
But these virtues figure in the selling price, and the older 
wheel-type tractor, sold by Case, Harvester and many 
other companies, costs considerably less and under ordi- 
nary conditions can develop enough power to take care 
of small farm work. 

Then, too, most Caterpillars are Diesel powered. Here 
again the saving in operating cost is more than sufficient 
to offset the higher initial outlay only on larger farms 
where machines are in use enough of the time to make 
a worthwhile difference in fuel expense. Caterpillar has 
recently added a small farm Diesel tractor to its line, 
but it is doubtful if this unit will become as popular as 
the company’s lower priced gasoline tractor of like per- 
formance characteristics. 


A Matter of Merchandising 


It is thus apparent why the company has not gone 
after the general farm market more aggressively and why 
it has not developed a line of farm implements which, 
together with its tractors, would enable it to make “pack- 
age” sales to farmers as it does to road building contrac- 
tors and to others requiring a complete line of earth- 
moving equipment. The company has an agreement with 
Deere & Co. whereby Caterpillar tractors and Deere 
attachments, such as plows, harrows and so on, are 
handled by the dealer organizations of both concerns. 
In view of the circumstances discussed above, this ar- 
rangement is undoubtedly satisfactory from a merchan- 
dising standpoint and about all that is warranted in the 
way of a play for the general farm market. 

Caterpillar’s third principal product division is that of 
Diesel engines which are manufactured in eight sizes 
for industral purposes and three for marine use, and 
range from three to eight cylinders and 44 to 160 maxi- 
mum horsepower. Also produced are Diesel electric gen- 
erator sets, available in two models and eight sizes, and 
including either direct or alternating current equipment 
with a wide range of voltages. 

As compared with its tractor division, the company’s 
Diesel engine business is unimportant from both a sales 
and earnings viewpoint. Yet Caterpillar is rated the larg- 
est merchandiser of Diesel power in the United States, 
which indeed it is. The catch, of course, is that most of 
its engines go into its tractors, and it is just this fact 
that gives the company a competitive edge over many 
other Diesel producers. For though more than a hun- 
dred heavy machinery manufacturers currently use Cat- 
erpillar Diesels to power their products, it is doubtful 
if the company could earn a nickel on this business at 
the price at which it holds it were it not for its own trac- 
tor outlet and the lower costs involved in the quantity 
production thus made possible. 

Even so, the Diesel division contributes little to over- 
all profits and sales, though a precise breakdown of the 
company’s business is not available. While Caterpillar 
is among the most progressive of large American cor- 
porations in the matter of stockholder information (for 
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example, it publishes monthly sales and earnings), it 
draws the line at breaking down its income figures to 
show the contribution to the total made by each divi- 
sion of the business. Estimating roughly, however, it is 
likely that tractors account for considerably more than 
half of total dollar volume, parts perhaps a quarter, with 
road machinery and Diesels contributing the remainder 
in about equal portions. Widest profit margins attach 
to parts and the heavier tractor models. 

So much for products; let’s have a look at the plants 
and management behind them. Virtually all manufac- 
turing operations are carried on under some 52 acres of 
roof at Peoria, Illinois. A few Diesel parts, requiring 
the maximum in precision machining, are turned out in 
a much smaller shop at San Leandro, California. 

Naturally, in the case of anything as heavy and bulky 
as a 15-ton tractor, and especially when product assem- 
bly is centralized in a single plant, shipping costs are a 
major item of actual selling price irrespective of the fact 
that products are quoted F. O. B. Peoria. And in this 
connection, Caterpillar is well situated for it stands at 
the threshold of its largest domestic market and, by way 
of the Illinois River and the Mississippi, enjoys a cheap 
water route to its principal foreign markets in South 
America and Australia. Parts depots are maintained at 
strategic points throughout the Middle and Far West. 

Economic plant location is one clue to management 
ability but there are others fully as important—labor 
relations, for example, and price policies and, most im- 
portant of all, the capacity to earn money. In the latter 
respect, Caterpillar is not found wanting although, as 
was noted at the outset, the company is in a highly 
cyclical business and its products are strictly in the 
capital goods category. In only one year, 1932, since the 
company was formed in 1925 has a loss been incurred, 
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Caterpillar stationary diesels driving pumps in the oil fields. 


and even then it was not a cash loss for depreciation 
charges of $1,731,219 were slightly in excess of the 
$1,616,873 deficit. In subsequent years, earnings rose 
steadily to $10,168,690 or $5.24 per common share in 
1937, a profit of 16 per cent on sales. This was still some- 
what under the 1929 record of $6.16 per share when 
labor costs, for example, were about 18 per cent lower 
and net income was equal to 22 per cent of dollar volume. 

In 1938, sales dropped sharply, amounting to $48,- 
246,140 against $63,183,488 the preceding year, and 
earnings were even more drastically curtailed, falling to 
$1.41 per share or less than one-third 
the 1937 figure. There was, of course, 
considerable improvement in the latter 
part of the year, earnings for the second 
half doubling those of the first six 
months. This trend has been extended 
in 1939. Sales in January and February 
were up 21 per cent from like period of 
1938, while net increased 72 per cent and 
common share earnings, 23 cents as 
compared with 1114 cents for the first 
two months of last year, showed a gain 
of just 100 per cent, illustrating the high 
degree of operating and capital leverage 
attaching to the equity stock. 

One reason why profits dropped so 
precipitously last year is that wages, 
which together with salaries took one- 
third of every sales dollar, were at the 
highest rate in the company’s history— 


a, 


which brings us to the question of labor All photos in this ovilehe courtesy Caterpillar Tractor Co. 
Tractors with side booms laying a pipeline from Indianapolis to Detroit. 


relations. In this connection, Cater- 
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pillar has had its share of trouble, making its acquain- 
tance with the C. I. O. in April, 1937, and losing several 
days working time in a sitdown strike. Even so the com- 
pany came off better than many another for there was 
no violence or sabotage and, in the settlement agree- 
ment, the closed shop demanded by the union was not 
granted. Subsequently, the management has sought to 
improve personnel relations in a number of ways includ- 
ing the creation of an industrial relations department 
and the distribution of annual reports, gotten up in lay- 
man’s language, to employes as well as stockholders. 

The sharp wage increases of 1937, together with higher 
raw material costs, prompted the management to raise 
prices approximately 10 per cent on all lines, the first 
general price increase in the company’s history. Of 
course, quotations had been marked up in 1931 with the 
introduction of Diesel powered machines, but that was 
not a price increase in the accepted meaning of the term. 
Moreover, the company’s steadfast policy from 1925 to 
1931 had been one of continued price reduction and, 
though no important markdowns were made during the 
worst depression years, major product improvements 
were effected. Thus, the 1937 action was a defection 
from long established practice. However, it did not hold 
for long and in June, 1938, apparently convinced that a 
low price policy is the best price policy (and, of course, 
materials were much lower), the company announced re- 
ductions ranging from $150 to $650 on tractors and $175 
to $750 on Diesel engines. There is no way of determin- 
ing how much of the sales improvement of the past cight 
months is attributable to the latter move and how much 
to cyclical recovery shared by all industry, but there is 
little room for doubt that in the case of a product which 
is sold on the basis of operating economy versus initial 
cost, it is essential that the latter be as low as is com- 
patible with a reasonable margin of profit. 

Turning to financial matters, Caterpillar has always 
maintained a notably strong treasury position. At the 
end of 1938, cash holdings alone of $5,296,917 were in 
excess of current liabilities of $3,690,562, while total cur- 
rent assets amounted to $32,551,844. Inventories were 
down 19 per cent from the previous year-end level and, 
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though valued at a figure equivalent to 38 
per cent of 1938 sales, were probably about 
in line with 1939 sales prospects when allow- 
ance is made for the fact that the company 
must manufacture for stock during the slack 
season so that it can meet dealers’ require- 
ments in the spring. The company adheres 
to a generally conservative accounting pol- 
icy; depreciation charges last year were 1114 
per cent of net fixed property account, while 
patents and goodwill are carried at $1. 

Capital structure is simple, 1,882,240 
shares of no-par common stock being pre- 
ceded only by 115,152 shares of 5 per cent 
$100 par preferred. There are no bank loans 
or bonds outstanding, the company having 
retired the last of its funded debt in 1934. 
The preferred stock, authorized to an amount 
of 250,000 shares in October, 1936, was is- 
sued as stock dividends to common share- 
holders in that year and in 1937 in order to 
reduce tax liability on undistributed profits 
while retaining cash for working capital pur- 
poses. An optional dividend of 50 cents cash 
or 1/200th share of preferred was paid in 
November, 1936, and in December of the 
same year a payment of 6/200th share of 
preferred was made. A year later another 
such dividend, amounting to 3/100th share 
of preferred, was paid. Cash dividends, 
which have been uninterrupted since 1925. 
have amounted to $2 for the past four years, 
though in 1938 this meant a distribution in 
excess of earnings. 

Such, in brief, is the story of Caterpillar. 
But the story is a continued one and what 
ramifications in plot this year’s installment 
will disclose is necessarily conjectural to a large extent. 
One incalculable, for example, is the foreign situation 
and the hazard of war. The proportion of the company’s 
business represented by overseas sales is a closely guarded 
secret, but it is safe to assume that orders from foreign 
sources account for at least 25 per cent of total volume 
under anything like normal conditions. Of course, these 
sales are mainly to Australia and South America rather 
than to Europe, and demand from these great wheat 
growing areas might well be considerably stimulated by 
a general European conflict, disrupting though the latter 
would be to world trade as a whole. And from a longer 
range viewpoint, incidentally, Caterpillar probably 
stands to benefit from the trade pact recently consum- 
mated between this country and Brazil. 

In the domestic field, the picture is also somewhat 
clouded by conditions abroad insofar as the latter in- 
fluence general business sentiment in this country. There 
are, however, one or two factors in Caterpillar’s case 
which suggest continuation if not extension of gains thus 
far recorded in 1939. For example, the greater part of 
actual construction work, pursuant to awards placed last 
year with the renewal of the Government’s public works 
program, is likely to come in the six or eight months im- 
mediately ahead and will not be deferred by war or 
threats of war in Europe. Also, residential building con- 
tinues to hold up well and maintained demand for lum- 
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Industry finds many uses for the economic power supplied by 


Caterpillar diesels. 


ber would mean continued activity in the logging 
industry. Nor does there seem likely to be any sub- 
stantial curtailment of highway construction or main- 
tenance as a result of unsettlement abroad. Sales to 
agriculture would probably be stimulated by an outbreak 
of hostilities and rising farm prices. And were this coun- 
try to become involved, a sharp increase in demand for 
Diesel power would not be unlikely. 

These contingencies are not pleasant to discuss but 
they do suggest that Caterpillar is better situated for 
either war or peace than many another concern. Not 
only are a number of its principal markets more or less 
immune to factors that ordinarily result in contracted 
demand in times of international stress, but in some 
cases an actual increase in demand might logically be 
expected if war comes. Of course, hostilities on a major 
scale would bring an initial shock to virtually all indus- 
trial enterprise. Also, if there is no war, but simply a 
continuation of current uncertainty arising from recur- 
rent scares, general business can scarcely be expected 
to go forward confidently. But even if Caterpillar’s 
sales show no better than the usual seasonal improve- 
ment over the remainder of the year, the company 
may well top 1937 earnings ($1.41) by anywhere from 
50 to 100 per cent. Taking into account their relative 
price-earnings ratio in the past, the common shares 
would not appear over-valued at recent levels around 41. 
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The Investment Clinie 


Income Investments: Bonds, Preferreds and Common Stocks 
A Program for Monthly Income 


BY J. 


Mone often than not, due to the preponderance of in- 
terest and dividend payments in the months of January 
and July, investment income is likely to vary widely 
from month to month. To many investors more or less 
income in one month or another is of little concern. For 
various reasons, however, there are others which would 
prefer to have a regular income spread over each month 
of the year. Others perhaps would prefer to arrange 
their investments in a manner to produce a larger month- 
ly income at certain times of the year in order to meet 
extraordinary expenses, such as interest, taxes, vaca- 
tions, holidays, etc. 

As an example of what may be accomplished in achiev- 


S. WILLIAMS 


ing a regular monthly income from investments, accom- 
panying this discussion is a program for the investment 
of $50,000, to yield an average monthly income of better 
than $200. The month-to-month variation in income is 
less than $30. All of the issues comprising this program 
were selected from the various suggestions making up 
the accompanying groups of second grade bonds, pre- 
ferred and common stocks. 

It is not intended to imply that an investor should 
dispose of an otherwise satisfactory investment medium 
solely for the purpose of ironing out the variations in 
monthly income. But a switch from one issue to an- 
other of equal quality might be advantageous in order 





$50,000 Program for Regular Monthly Income 






























































Jan. Feb. Mar. Apr. May June 
Current & & & & 
Amount Issue Price i Cost July Aug. Sept. Oct. Nov. Dec. 
Bonds 
3M Adlanues Pwr. & Let. 1st 5's 1956 (10414) ; ; 104 4.81 $3,120 $150.00 
3M Mead Com. 1st 6's 1945 a 04)... ; Gn iete 104 5.77 3,120 $180.00 
3M Armour & Co. 1st 4's 1955 re 05).. bli es ; : : 49 4.04 2,970 $120.C0 
3M Canadian Pacific Rwy. 5's 1954 (104). . . d : 99 5.05 2,970 $150.00 
3M Milwaukee Gas Lot. 1st 41/'s 1967 (105).... eee. 4.40 3,015 $135.00 
3M Purity Rabasies 5's 1949 (1 04)... ee .... 100% 4.90 3,015 $150.00 
Preferred Shares 
30 shs. Colgate-Palmolive-Peet 6% (1021%)....... er : 102% 5.83 3,075 90.00 90.00 
30 shs. ‘Firestone Tire & Rubber 6% (105 _ Sees : en 1031 5.77 3,105 90.00 90.00 
30 shs. Consolidated Edison of N. y. 5% | ae ; 106 4.72 3,180 75.00 75.00 
30 shs. Shell Union Oil 514% (105). Mien kis ; sus .. 2as 5.25 3,150 82.50 22.50 
20 shs. Loew's, Inc. $6.50 (105). Porter citing Serta a ee 6.07 2,140 65.00 
Common Shares 
50shs. F. W. Woolworth Div. $2.40.......... aber seat 47 5.10 2,350 60.00 60.00 
100 shs. Commonwealth Edison Div. 1.60........................ 28 5.70 2,800 80.00 80.00 
50 shs. Sterling Products Div. 3.80................... cee ecceeees 73 5.20 3,650 95.00 95.00 
pe PR NE OI BO aids ok kere ce eee 65 4.62 3,250 75.00 75.00 
30 shs. American Can Div. 4 00 90 4.44 2,700 60.00 60.00 
70 shs. Diamond ‘Match Div. 1 1. 50, ERT ee ee te ee 31 4.84 2,170 70.00 35.00 
ESS erty ca eran Oe 8, ee ge $49,780 $397.50 $400.00 $450.00 $397.50 $395.00 $430.00 
SEERA EEL EA LEE ETRE 2,470 
ng Cee a as Wa wh bin aiee Saar 4.94% 
Average Monthly Income................... $205.84 


Nete 1—Figures in parenthesis denote call pric 


Kote 2—Total income in each column should be divided by 2 to obtain monthly income. Thus, $200 would be the income for February; $200 in August. 
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to meet some particular need. For example, Arkansas 
Power & Light 5’s 1956 selling at 104 and paying interest 


in April and October could be switched to Canadian Bonds for Income 
Pacific 5’s 1954 selling at 99 and paying interest in June : 
if i 7 Call 1939 Price Range Recent Current 
and December, if the investor sought to bolster income bie Cice Weak Low Price Yield 
in the latter months at the expense of the former. Both — Columbia Gas & Elec. 5’s 1952 103 1021, 92% 102 4.90 
issues are of comparable investment quality. Arkansas Pwr, & Lat. 1st5's1956.. 104% 104% 101% 104 4.81 
The accompanying program should also prove helpful Paramount Pictures 31's 1947. 100 89 83% 88 3.69 
in making new commitments where the necessity of step- Penn Central Pwr. & Lat. 41's 1977 104 ” ” ™ — 
ping up income in certain months is involved. SORTER. CATS. = —_ eS 2 = 
Milwaukee Gas Lgt. 1st 41/o's 1967 105 1013/4 98% 100% 4.40 
Gulf States Steel 1st 41/’s 1961. 104 961 93% 96 4.69 
Investments for Income Mead Corp. 1st 6's 1945. . 104 104%, 102% 104 5.77 
Philadelphia Co. 5's 1967.. .. 105 103%, 98% 10214 4.85 
Supplementing the discussion of present-day invest- — Canadian Pacific Ry. 5’s1954.... 104 1001 961/54 99 5.05 
ment problems, emphasizing particularly the manner in _ Florida Pwr. 1st 4's 1966........ 105 94% 89%, 4 4.26 
which they have affected individual investors, which Purity Bakeries 5's 1948...... . 104 100% 97% 100% 4.90 
appears on page 714 of this issue, a number of practica] _ Int'l Paper 1st & Ref. 5's 1947. 102% 100 74 5.05 
suggestions are here presented. Included are bonds, Mississippi Pwr. & Lat. 5's 1957. 103% 9% BBY 99 =a 


preferred and common stocks. 








‘com- The various issues comprising these three groups have 
ment been carefully selected not solely on their appeal from 
etter the standpoint of current yield, but adequate considera- Preferred Stocks for Income 
me is tion has been given to such fundamental factors as safety ee a ee 
gram of principal, dependability of interest and dividends, Issue Price High Low Price Yield 
ig up current industrial prospects and market background. Colgate-Palmolive-Peet 6% ...... 102% 104 wh Sh 1.6 
pre- The bonds are not the highest grade issues, admittedly, Armour & Co. Del.) 7% “so. a — bes pape 
but among second and medium grade issues, these selec-  ousehold Finance 57%..-....... 110 — — | pes 
hould tions merit investment consideration. Average earnings — Fitestone Tire & Rubber 67%... isi — oe 
dium in recent years have, in all instances, been adequate ‘ee sii je be — 
. . * ; : : Crown Cork & Seal w. w.2.25.... 48% 40/5 36 38 5.92 
ms in afford safe coverage for interest charges and at no time — ghou Union Oil 514%. pate ons 104% 105 5.25 
O an- has there been any serious doubt as to the ability of Loew's, ne, 6.50... 105 108 106%, 107 6.07 
order the issuing companies to meet their obligations in full. Hiram Walker-G. & W. $1... 20 207 195 20 5.00 
All of these suggested bonds are currently obtainable at — Tide Water Assoc. Oil $4.50..... 107 96 93% 95 4.74 
or below the present call price, and the current yield, — Twentieth Century-Fox $1.50..... 35 34%, 30% = 3 4.84 
with only a single exception, is 4 per cent or better. American Bank Note $3.00 NC 60 54 ss — 
Like the bonds, the selected preferred shares are also Radio Com. $3.50......... = n~ Hm « — 
 ¥ in the medium grade category. With one or two excep- Souther Cal. Edison “BY 1.50 28%, 29%, 28% 29% 5.05 
—_ tions they are obtainable at prices below their redemp-  V*#”#¢? Chlerine 1.50 m = i _ 
tion price, while in the case of those quoted above their 
= call price, the spread, as balanced against the security 
and yield is not sufficient to preclude their consideration. 
a Only the common stocks of companies which have Common Stocks for Income 
been conspicuously successful in maintaining uninter- oe a ee ee 
je rupted dividends over an extended period of time, and Issue His ow Price dend Yield 
under all conditions, have been included in the accom- _ Detrit Edison. 34H = =6113% 86117 “a 
panying list. While it is true that common stocks have Household Finance _ - «4 « <—- 38 
a synonymous association with speculation and risk, the Diamond Match. .. 32% 2h 31 1.50 4.84 
90.00 actual investment results over a period of years involv- Commonwealth Edison — = © — ee 
: ing sweeping and rapid economic changes, which may be ee Jp — a Seo lbrai 
: : a : ; ; oe American Snuff. . . . 64% 60 64 3.00 4.70 
credited to the issues of the type included in our list, Liggett a Myers “B" ... 107% 100% 105 400* 3.81 
i have been very satisfactory. United Fruit. . . 718% 63 73 4.00 5.48 
= Past records, of course, are not an entirely reliable American Can... 2. 1005 87 90 4.00 4.44 
yardstick by which to appraise an investment. Yet the — General Foods — .. M2, 36% 42 2.00 4.76 
—_ securities of any company which over the past decade _ F. W. Woolworth -- 50% 46 47 2.40 5.10 
has been able to earn fixed charges by a comfortable — 5. H. Kress...... - 27% 3% 27 1.60 5.92 
95.00 margin, provide a reasonable margin of coverage for  Stetling Products — > @ = ae 68 
preferred dividends, or maintain an unbroken dividend — Sutherland Paper... + * —  & 
a record for its common stock, would seem to merit invest- 6°™ Products Refining... 66% pion ” a 
35.00 ment attention, at least until some new development pein ae i - = = pox a 
$430.00 rises to threaten their standing. wan. . me « om ieee aad 
A note of caution. The investor should bear in mind  gefeway Stores. . 6%, «—«37%——tsi' 2.00 5.88 
at all times that the issues here suggested from a strict 
sac investment standpoint are second grade. As such, there- _— * Paid ¢xtr2 dividends in 1938. 


fore, they should be in- (Please turn to page 752) 
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Effeets of Chilean Taxation 


on Anaconda and Kennecott 


Coppers Face Changing Outlook 


BY GEORGE L 


= reports indicate that the two big American 
copper companies in Chile will be called upon for a good 
part of the funds necessary to repair the damage and 
relieve the suffering caused by the recent earthquake in 
that country. For a time it appeared that Anaconda 
and Kennecott would be saddled with an export tax on 
their copper, figured on a sliding scale based on price. 
The Chilean Senate, however, has since accepted a 
straight 10 per cent income tax as the better method, 
and it is probable that the Deputies and President will 
concur. American investors may consider it a Hobson’s 
choice, but as a matter of fact the income tax will have 
a considerably lighter impact upon both companies than 
would the proposed export tax. 

Anaconda has the larger proportionate stake in Chile. 
Of its total copper production in 1937 approximately 
two-thirds was foreign and 62 per cent from the mines 
of its Chilean subsidiaries—Andes Copper and Chile 
Copper. (All but a few shares of both these companies 
are owned by Anaconda.) Greene Cananea, the Mexican 
subsidiary, accounted for the balance of foreign pro- 
duction. Because of the American tariff of four cents a 
pound, Anaconda is a seller of copper on the world 
markets and a buyer in this country where it must supply 
its large fabricating interests. The 1937 drop in volume 
and in prices meant substantial inventory losses for the 
domestic end of the business in that year, whereas the 
foreign subsidiaries with their low production costs were 
carrying their unsold metal at all times well under 


MERTON 


market prices. Andes earned $5,456,000, Chile $22.379.- 
000 and Greene Cananea $2,376,000—a total of $30,- 
211,000. The parent company on a consolidated basis 
earned only $31,644,000 after small minority interests 
and charges on debentures as well as other charges 
applicable to the enterprise as a whole. It is obvious 
that the great bulk of profits in 1937 came from Chile. 

Total earnings of the three foreign subsidiaries last 
year came to $16,221,000, with Andes and Chile respon- 
sible for $15,457,000, while Anaconda itself reported 
only $9,543,000 for the year. Conditions in this country 
had again been highly unsatisfactory throughout most 
of the period, however—production had fallen off and 
sales of the metal had fallen even further, while manu- 
facturing activities were disappointing. In contrast with 
a drop of 15 per cent in foreign production, Andes and 
Chile contributing less than their share of the decrease, 
domestic production fell 45 per cent. 

A 10 per cent tax on the 1937 income of the Chilean 
subsidiaries would have amounted to close to $2,800,000, 
or approximately 32c per share on Anaconda stock. 
Since Anaconda’s earnings were $3.62 in that year, the 
tax would have meant a reduction of fairly close to 
9 per cent. The same tax rate based on 1938 profits of 
the Chilean subsidiaries would have been in the neigh- 
borhood of $1,550,000 or 18c a share of Anaconda. Be- 
cause of the lowered total income of $1.10 per share, the 
tax would have exceeded 16 per cent of Anaconda’s 
1938 share earnings. 

Kennecott’s Braden mine is wholly 





Anaconda 
1937 1938 

Total Copper Production 
Se See ee 844 634 
Domestic Production ................ 278 154 
Foreign Production .................. 566 480 
PRP MONT RENIOD 6.5650 20% swap enackeeen 67.1 75.6 
Rearmed POP SHOTS 26 o icedeccivecccs $3.62 $1.10 


owned and no figures on operating re- 
sults in Chile as distinct from the do- 


Kennecott mestic earnings are available. Less 
1937 1938 ‘than 35 per cent of total production in 
1937 was from the Braden mine, while 

ws a last year the foreign output dropped 
considerably but because of the greater 

599 335 = decrease in this country amounted to 
318 264 44 per cent of total Kennecott produc- 
34.7 44.1 tion. For a period during 1938 domes- 
$4.60 $2.10 tic mines were completely shut down. 


Although the company’s fabricating 
plants are among the largest in the 
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United States, its potential production here is 
of such size that it is not forced to buy copper 
in the open market, and it has the advantage 
of very low production costs for this country. 
Kennecott undoubtedly derives a much larger 
proportion of its earnings from its domestic 
operations than does Anaconda, although any 
increase in Chilean taxes is bound to have some 
appreciable effect. 

Both companies have already been paying a 
fairly high tax rate in South America, under- 
stood to have been composed of a base of 18 
per cent with an extra 5 per cent during a part 
of the time. This has a direct bearing on the 
relative severity of an additional 10 per cent, 
since however burdensome a total tax of 28 % 
per cent or even 33 per cent might be, the 
record of past earnings has been compiled after 
allowance for already substantial taxes. The 
increase, in other words, will amount tc 44 per @ 
cent or 55 per cent over present rates, and will 
not be a penalty on income hitherto untaxed. 

What is happening in Chile is not an isolated 
instance but an outcropping of a general trend 
in force in many parts of the world and par- 4 
ticularly in South America. Higher taxes are & 
to be preferred to the expropriations perpetrated 
elsewhere, or to revolutions, strikes, or stran- 
gling government interference with industry. 
Almost any assets or earning power located 
abroad run the danger of attacks of one sort or ' 
another, the example set by one nation setting a 
contagious example for its neighbors. Complete 
avoidance of this growing tendency is to be had 
only by confining investments to companies op- 
erating wholly within the United States, where 
the problems of taxation and Government regu- 
lation are large but familiar and more predictable. Of the 
copper companies falling within this classification, the 
outstanding one is undoubtedly Phelps Dodge, not only 
in size of production and earnings but in prospects. 

Kennecott and Anaconda are fortunate in having : 
considerable amount of diversification both geographi- 
cally and industrially. Anaconda owns the largest fabri- 
‘ator of copper and brass products in the world (Ameri- 
can Brass Co.) as well as ‘a majority interest in the 
Anaconda Wire & Cable Co. Kennecott has the largest 
domestic production facilities, in addition to its Chilean 
holdings, and also claims second place with its copper 
manufacturing facilities. Although Anaconda Wire & 
Cable has just reported a small net loss for last year, both 
Anaconda and Kennecott have large potential earning 
power in their fabricating plants, to be demonstrated 
when demand for copper products regains its pace. Ken- 
necott, moreover, has an additional iron in the fire with 
its molybdenite production, lower last year than in 1937 
because of the decline in mining operations in this coun- 
try, but gaining on the whole in relative importance. . 

To neither company, then, will the proposed tax be 
a staggering blow. The trend of business within the 
United States will be of far greater importance in decid- 
ing their earning power over the next year or two. As 
pointed out by Kennecott’s president, buying of copper 
last year was in good volume only from June to October. 
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Anaconda's Leonard Mine at Butte, Mont. 
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Courtesy Copper & Brass Research 


Domestic properties will 
doubtless be worked more intensively from now on. 


He goes on to say: “With underbuying in the final two 
months of last year and thus far in the new year, fab- 
ricators’ stocks of the metal on the average are now be- 
low normal, and stocks of producers are not excessive. 

Hesitation in any important part of the business 
world is very quickly felt in the copper industry. All of 
those interested in the metal must plan carefully to 
avoid holding excessive amounts during a business slump, 
because the only thing in the same class with death and 
taxes for certainty is that copper will drop under such 
circumstances. Buyers actually watch each other more 
than the supply, knowing that stocks above ground 
and in the shape of scrap will normally vst them- 
selves to demand. The result is felt in periodic buying 
waves, concentrated perhaps in a few months, as in 
1938, then watchful waiting. 

At present the one big thought on everyone’s mind is 
the possibility of a major war. It is pointed out as re- 
gards copper that expectations of a spectacular run-up 
in price as in the last war should be considerably modi- 
fied by the realization that sources of supply have been 
greatly increased since then, and furthermore have been 
diversified so that the chance of interference with ship- 
ments is smaller. South Africa had practically no pro- 
duction as recently as the twenties and Canada has only 
become important in the last decade. Opposing this is 
the view that the next war (Please turn to page 753) 
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As the Trader Sees Today's Market 


The Business-Market Ratio Based on ‘33 and ‘38. 


Temporary Distortions of the Tape 


BY FREDERICK K. DODGE 


ow Business-Market Ratio continues to put a modest 
valuation on the prospects for this year’s earnings as re- 
flected in stock prices. The hesitancy about over-optim- 
ism in this regard is seen by looking back over the last 
five years on the long-term chart of the market and the 
Ratio. From the middle of 1933 until the end of 1937 
there was only one occasion when the monthly Ratio fell 
below 2 to 1, and although it was down there for three 
months, the average as well as the mean for the ratio 
over the whole period was very close to 3 to 1. 

Now, however, we are witnessing repeated drops back 
to or below the 2 to 1 level, apparently caused by war 
scares. The Ratio cannot possibly take into account the 
likelihood of a war, except to register the larger fall in 
stock prices than in business; without interpretation, 


the Ratio seems to urge the purchase of 
equities by its drop to low levels. Acceptance of this dic- 
tum blindly would, of course, be a great mistake. Every 
investor and every trader. must decide for himself the 
imminence and the probable gravity of war or other 
dangers to the market, confining dependence upon the 
Business-Market Ratio solely to the question of relation- 
ship between stock prices and business activity. 

This relationship has remained consistently more 
favorable over the past few months than at any time 
since 1933 with the one exception of 1935. Using the 
low points of March, 1933, as bases, business activity is 
currently up about 85% and the market has gained 
about 200%, the ratio of gain being 2.35 to 1. Any 
Ratio below the “3” line is also below the normal in the 


therefore, 
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recovery cycle, while drops below 2 are unusual and or- 
dinarily of short duration. Either a rise in stock prices 
or a further slump in business activity or a little of each 
will be necessary to restore the Ratio to its accustomed 
range. 


On a 1938 Base 


A number of readers have asked why we still use 193% 
as the base, since a slump and a new recovery have now 
ensued. Justification might be offered by means of a 
broad discussion aimed at proving that the present pick- 
up is merely a part of the major recovery movement of 
the last six or seven years. Such a contention is logical 
and it has support from the fact that throughout the en- 
tire period the Business-Market Ratio functioned nor- 
mally and successfully. Rather than attempt to con- 
vince anyone against their judgment, however, the re- 
sults of forming a Ratio based on the lows of just about 
a year ago are shown herewith. 

Tue Macazine or WALL Street Index of Business 
Activity made its low for the recent slump in February, 
1938, while the Common Stock Index touched bottom at 
the end of March. The Ratio as shown on a weekly 
basis is therefore begun with the April figures, using a 
starting point of 67.7 for business and 44.2 for the stock 
market. The corresponding lows in 1933 were 44.8 and 
23:3. 

Relatively small fluctuations in the market produced 
wide swings in the Ratio having 1938 as a base, although 
after the first five months it settled down to a more 
sedate course. The significant point is that after having 
gone through its first few months of extremes, the new 
Ratio has paralleled the old with only a slight tendency 
toward exaggeration of changes in the relationship. The 
new, in other words, confirms the old without adding to 
its meaning. Readers, including those who advocated 
this latest line of investigation, may be sure that the 
writer will give full consideration to any other ideas 
aimed at making the Business-Market Ratio a more de- 
pendable tool. Those who have put it to practical use 
are particularly requested to let us hear the results and 
any methods which have worked well. 


Misleading Tape Action 


An old-timer not used to the present type of market 
would most certainly accuse the tape of lying if he had 
been standing over it for the last few weeks. Only when 
some distinct urge like the two war scares we have had 
so far this year sent prices unanimously in one direction 
would action have seemed normal to him. At times 
when the market was on an even keel his judgment as to 
individual issues—accumulation or distribution, he would 
have been looking for—could have had very little chance 
of being correct. 

Strictly speaking, there is still accumulation and still 
distribution, but they are of a new kind. An investment 
trust, for example, decides that Corn Products is worth 
a commitment and sets out to buy 5,000 shares. Trad- 
ing in the issue during a typical week may run around 
3,000 to 4,000 shares, so the trust necessarily spends sev- 
eral weeks filling its order and very likely sends the price 
up half a dozen points. No one else can buy the stock 
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without doing some fairly determined bidding. Back m 
the spring of 1930 that order could have been filled in a 
day or two. But now, when the “accumulation” is com- 
pleted, the second step—the mark-up—fails to take 
place. The stock may continue on up because of other 
buying which follows or because of general market 
strength, but the chances are better that after the trust 
stops buying pretty much all of the ground gained in 
the process will be lost and the stock will drop back near 
its former levels. 

Any following which has been attracted by the move 
in the issue is therefore likely to be disappointed. As the 
strength evaporates the traders after a quick move natu- 
rally turn sellers and the little episode is forgotten. A 
vear from now the investment trust may have a good 
profit on its purchase, but earning power and outlook will 
determine the price of Corn Products and the profit for 
the trust, not market maneuvers and sponsorship. 

This state of affairs is all to the good and it is likely to 
continue indefinitely so the old-timer may as well get 
used to seeing stocks go off on apparently aimless tan- 
gents from the main market. Crane was a target of 
selling for a while. The issue is a favorite with trusts 
which might have been switching out of some of it, or a 
large holder might have been lightening up; whatever 
the source, stock was pushed at the market for several 
weeks, then suddenly the selling halted and Crane once 
more looked as good as the rest of the list. United 
Fruit had a spell of strength, and although news was 
looking up for the company it is very probable that the 
stock was being bought by an investment trust. 

The same was true of Borden’s. Trading in the week 
to March 25 amounted to 10,800 shares; in the same 
week in 1930 the turnover was 135,300 shares. Invest- 
ment of a million dollars in the (please turn to page 754) 
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Prospects Favor Rubber Companies 


Profit Outlook Improves 


BY MORTON L. 


iisninine over three years ago it became evident that 
a change had been made in the basic policy of the prin- 
cipal rubber companies. They seemed to realize that the 
attainment of extra volume through price concessions not 
justified by lower costs, may not only result in a less sat- 
isfactory net recovery, but also may place the company 
in a more vulnerable competitive position through the 
necessity of defending the increased volume against the 
price attacks of others. 

Recognition of these sound fundamentals seems to be 
a strong influence in building individual company poli- 
cies of sufficient strength and clarity to avoid participa- 
tion in the vicious and destructive price battles which in 
the past were looked upon by the industrial world as con- 
vincing evidence of weak management in the rubber 
manufacturing industry. 

In the latter part of 1937, and the early part of 1938, 
the industry faced a combination of circumstances par- 
ticularly discouraging: 

The crude rubber and cotton markets dropped 
sharply; the demand for tires from the automobile 
manufacturers declined by about two-thirds; dealers 
bought from hand to mouth; business in general had a 
serious case of jitters and there were constant rumors of 
impending price cuts. Yet the industry confined itself 
to normal competitive operation, making such price ad- 
justments as seemed to be in keeping with the policy de- 
scribed above. 

Not that the industry has been earning a phenomenal 
rate of profits. Official figures show a profit on invested 
capital of 3.8 in 1935, 6.6 in 1936, 4.3 in 1937. Final fig- 
ures will probably show that profit for the industry in 


SUTHERLAND 


six months of 1938 were much more favorable from the 
profit standpoint than the first half of the year, and this 
trend should be maintained in 1939 if the current volume 
of business prevails and no unnecessary adjustment is 
made in net recovery. 

What are the fundamental factors that will determine 
the profit record of the industry this year? 

First of all, volume will be appreciably larger. In 
1938 total tire sales were approximately 42,300,000 units. 
For the current year they are estimated at 47.5 to 50 
million, most of the prospective increase being due to in- 
creased automobile production. This rise in original 
equipment tires will be reflected in the operations of the 
companies which supply tires to car manufacturers. 

This growth in unit sales represents a double oppor- 
tunity for increasing total profits, first, larger dollar vol- 
ume, and, second, reduction in costs, especially overhead. 

In connection with volume, the rapidly growing move- 
ment to equip farm implements with rubber tires is worth 
noting. About 75 per cent of all new tractors are being 
turned out on rubber. This trend has been most striking 
in the case of tractors, but it applies also to combines, 
spreaders, wagons, trailers and other types of farm imple- 
ments. Since the output of passenger car and truck 
tires seems to have become more or less stationary for 
the time being at around 45 to 50 million units, the mil- 
lions of wheeled implements on the farms open up 
interesting possibilities for expansion. 

Tire list prices are slightly above those which pre- 
vailed in 1938; while there has been softness in consumer 
prices in large cities from time to time, manufacturers’ 
wholesale prices have remained reasonably firm. 





1938 was about one-fourth less than in 1937. The last In mechanical goods also the prospect is for increased 
volume, dependent on the expecta- 
tion of a general upturn in industry. 

: A major portion of the mechanical 
Tire Sales rubber goods, other than specialties, 
is sold to other industries 
1936 1937 1938 1939 (estimated) ti E ; 
me aeeerer For rubber footwear, the third 

Original Equipment ..21,446,000 22,353,000 —10,716,000 15 to 17,500,000 Jargest division of the industry, run- 

Replacements ....... 30,867,000 29,886,000 30,565,000 31,500,000 ning from 50 to 60 million dollars a 

a See 1,073,000 1,246,000 —-1,049,000 1,000,000 ear, pone position : excel- 

‘ e sn 
WOO onbeskssecsane 53,386,000 53,485,000 42,330,000 472 to 50,000,000 a nw eles oe te — 


winter cleaned out dealers’ stocks, 
and manufacturers’ inventory is low. 
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The industry should therefore be able to 
schedule a more even flow of production with- 
out running excessive inventory risks. 

A second factor is labor. Labor costs per 
dollar value of output have been reduced 
appreciably by tire companies although hourly 
wage rates have not been reduced and are the 
highest of all large manufacturing industries. 
Tire labor costs per dollar value of output are 
still 22 per cent above the 1923-25 base com- 
pared with 10 per cent above for all manufac- 
turing industries, but tire manufacturers in 
recent months have succeeded in bringing 
their labor costs more closely into line with 
other industries as a result of increased effi- 
ciency and fewer labor disturbances. The out- 
look seems good for a continuation of the 
relatively quiet state on the labor front. 

Some manufacturers are improving their 
Akron facilities, evidence that they expect 
more stable conditions there, where labor 
troubles have centered for the rubber industry. 

Another factor is the price of the industry’s 
principal raw materials, crude rubber and 
cotton, both of which are subject to broad 
fluctuations. 

In 15 out of the last 25 years a manufac- 
turer who bought any rubber at the high price 
of the year, paid over twice as much as 
his competitor who bought at the low. The 
fluctuations in cotton are not quite as 
violent, but a few years ago the spread 
between the high and low of the year was 
400 per cent, and it is usually more than 
50 per cent. 

These wild gyrations of raw material costs 
lead to serious disturbances in the price struc- 
ture of finished goods, and also cause heavy inven- 
tory write-offs in some years. This year it seems likely 
that the industry will have relative stability in both 
cotton and rubber prices. Crude rubber has been 
around 16 cents a pound for about seven months. The 
International Rubber Regulation Committee appears 
to be aiming at about 18 cents, having failed at its last 
meeting to increase the exportable quota from 50 per 
cent of “standard production” despite considerable 
increases In consumption and decreases in world stocks. 





Courtesy Goodrich Rubber Co. 


Nlustrating one of many new uses being found for rubber is the rubber 
cushion spring shown above as it is being fitted to the axle 


of a lightweight subway car. 


At present world stocks, which are about 465,000 tons, 
and stocks in this country, which were 231,000 tons at 
the end of February, represent approximately a_ five 
months’ supply, six months usually being considered 
normal. Since the exportable allowance of 50 per cent 
will remain in effect, barring a real emergency, until 
July 1, there will be a further decrease in stocks during 
the second quarter. It seems reasonable to suppose, 
therefore, that crude rubber prices will not decline much 
from present levels unless war should break out (produc- 

ing a temporary sheck from which 





Position of Leading Rubber Companies 


rubber would probably rebound) , 

or unless there should be some dras- 

tic decline in business conditions. 
The constant decrease in world 


Divds. Price Range stocks may furnish the possibility of 
ig per pe ome — Recent 4 speculative move to run the price 
381938 High = tow = Price ot rubber up, but the Regulation 


MINGENGUOe os rc cr eteades 333(a) 127(a)) =—-125 25% i?% 23 Committee has expressed a deter- 
General Fire: sisson 124(b) 197(b) 50 275s 193% 23 mination to act vigorously if prices 
Woks vkkeceecs d225 14 None 24% 182 20 should get out of hand, and, to keep 
GOOUVOON ao ci oeioisls- foie Scales 195 134 25 38% 29 30 prices under control, it could release, 
Se a eee 232(a) = 372(a) «250035225 33 in addition to current production, a 
Re I civ ee eceiiviesics 221 43(c) None 52% 40% 43 considerable quantity of rubber 


a—Year ended Oct. 31. b—Year ended Nov. 30. c—On new basis. 


which it has allowed to accumulate 
in the producing areas during the 
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Two Leaders in Construction 


Position and Prospect of Lehigh Portland and Lone Star Cement 


BY H. M. 


; wa biggest producer of cement in the United States 
is U. S. Steel whose output last year exceeded that of 
either Lone Star (domestic plants only) or Lehigh Port- 
land, the two largest units among the group of com- 
panies more commonly thought of as comprising the 
cement industry. Which suggests that if there is 
conspiracy in restraint of trade among these concerns, 
as the Federal Trade Commission contends and as 
the Cement Institute and 75 individual manufacturers 
vehemently deny, then Big Steel must be holding the 
umbrella. 

Perhaps it is, if that is how you want to look at the 
basing point system of pricing that has long been fol- 
lowed by the industry, though a somewhat more logical 
case can be made for the view that, in the long run, this 
system preserves rather than stifles competition. But 
hearings on the question before the F.T.C. have been 
dragging along for over a year and the end is not yet in 
sight; meanwhile, there are a few other factors bearing 





Charles Phelps Cushing Photo 


FOSTER 


on the industry’s outlook that may well be considered. 
They are important for, other things remaining equal, 
they are likely to prove the deciding factors as to whether 
1939 fulfills its potentialities as a highly satisfactory year 
profitwise. And, somewhat paradoxically in view of the 
Government’s anti-trust proceedings, they have to do 
with the possibility of a recurrence of price cutting in 
important eastern marketing areas. 

The price situation along the Atlantic and Gulf coasts 
has been one of the industry’s chief concerns in recent 
years. It is a direct result of importations of cement 
from abroad which have increased from a total of 265,996 
barrels in 1934 to 1,727,413 last year. Despite a tariff 
of 17.1 cents a barrel, lower wage rates and cheap ocean 
transportation have enabled foreign manufacturers to 
undersell American producers in seaboard markets. 
Though imports are only a little over 1 per cent of total 
domestic output, they constitute a more important per- 
centage of supplies in the areas affected. And while such 





Nearly a quarter of the cement produced is used for highway construction. 
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distance of about 20 miles from 
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centers like Boston, New York, 80 +—+ 
Philadelphia, Jacksonville and 
New Orleans. 

In the second half of 1936, 
when imports first began to as- 
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sume serious proportions, domes- 
tic manufacturers sought to stem 
the tide with price reductions 
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barrel. This move, however, was 
ineffective as supplies from 
abroad continued to increase un- 
til last year when a small decline 
was recorded from 1937 levels. 
This decrease was undoubtedly 
due to depression influences 
rather than the price tactics of 
local producers since imports 
not only of cement but virtually 
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summer the industry was con “i 


vinced there was nothing to be gained from continuation 
of subnormal prices. Accordingly, quotations were raised 
17 to 50 cents a barrel in Boston and New York, though in 
the Philadelphia area, always highly competitive, a furth- 
er cut was effected through the establishment of a num- 
ber of new basing points. Since these adjustments were 
made, monthly import totals have recovered sharply 
from year earlier levels; in January of this year, 112,000 
barrels entered the country as compared with 45,000 in 
the same 1938 month. Here again, however, cyclical 
influences were largely responsible. 

Denmark and Belgium are the principal sources of 
foreign supply though Germany accounts for about 11 per 
cent of imports and will probably cease to be a factor 
when the recently announced countervailing duties on 
most products of the Reich are put into effect. How- 
ever, total imports are likely to continue to increase so 
long as reciprocal trade treaties prevail. 

But this does not seriously detract from 1939 earnings 
prospects as long as there is no reversion to price cutting. 
Lehigh Portland, for example, with seven of its sixteen 
plants located in Pennsylvania and New York and thus 
highly dependent on eastern markets, earned more in 
1936 than in 1929 ($2.91 per share against $2.79) though 
imports in the later year amounted to 1,658,903 barrels, 
not far under the total they are likely to reach this year. 
Lower earnings subsequently —$1.33 in 1937 and 63 cents 
in 1938—were due to cost and price factors since tonnage 
volume showed little change from 1936 levels. Fuel ex- 
pense, a major cost item, and payrolls, somewhat less im- 
portant, were much higher in 1937. A further increase in 
manufacturing and selling costs occurred in 1938 and 
average mill net received from delivered prices was about 
4 cents a barrel less than in 1937. There was marked im- 
provement in the final quarter of the year, however, and 
this trend has been extended in 1939. 

Lone Star, the location of whose 10 domestic plants 
throughout the eastern, southern and middle western 
sections of the country makes for wider geographical di- 
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versification of markets, was not as severely affected by 
price weakness in coastal regions as was Lehigh Portland. 
And, of course, the former company has less to gain than 
the latter now that the price situation has been corrected. 
Also, Lone Star’s large stake in South America—it has 
plants in Argentina, Uruguay, Brazil and Cuba which 
represent about one-third of the company’s total annual 
capacity but which have operated at over 70 per cent of 
‘apacity in recent years against an average of about 40 
per cent for the domestic mills—renders it less subject to 
cyclical influences in the United States which are typical- 
ly more pronounced than in most other nations. On the 
other hand Latin American plants must be recognized 
as something of a political hazard. 

Lone Star earned $3.25 per share in 1938, a decline of 
only 23 per cent from the $4.24 reported for 1937 as com- 
pared with the 53 per cent decline suffered by Lehigh. 
Moreover, Lone Star’s 1937 profits comfortably exceeded 
the 1936 figure of $3.02, though operating results for the 
best recent year were still somewhat below those achieved 
in the late “twenties. These figures, incidentally, are be- 
fore foreign exchange adjustments which the company 
charges or credits directly to surplus account, and which 
last year amounted to a charge equal to 74 cents a share. 

In point of size, Lehigh and Lone Star are closely 
matched, total plant capacities amounting to 22,000,000 
and 24,600,000 barrels, respectively. Together they ac- 
count for about 20 per cent of aggregate domestic pro- 
duction. Both companies are relatively low cost pro- 
ducers, operations being fully integrated in each case 
through ownership of extensive deposits of limestone, 
clay, shale, ete. 

Strong financial positions are characteristic of both 
Lehigh and Lone Star. At the end of 1938, cash and 
government security holdings of the former, totaling 
$9,317,137, were over 10 times current liabilities of 883,- 
925, while total current assets amounted to $13,188,937. 
Working capital, still ample in relation to sales volume, 
declined about $680,000 during (Please turn to page 754) 
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Cotton for Rubber 


After a long and futile series of 
attempts to fix the price of cotton 
by restricting production and financ- 
ing the withholding of supplies from 
the market—a program whose chief 
results have been the loss of the 
greater part of export markets and 
the accumulation in Government 
hands of about 11,300,000 bales of 
cotton, equal to an entire year’s 
crop—the Administration has _re- 
cently put forward a new scheme 
which involves the subsidization of 
exports from the burdensome 


tory cotton-rubber price relation- 
ship could be worked out as a basis 
for negotiations, there would seem 
to be no practical obstacles to block 
such a trade. 


Helpful to Meat Packers 


A new process, jointly owned by 
Kroger Grocery and Westinghouse 
Electric, which expect to sell it on 
a royalty basis, makes possible the 
aging or “tenderizing” of meat in 48 
hours time as compared with the 
four to eight weeks ordinarily re- 


— For Profit and Income 





quired to attain the same results. By 
use of ultra-violet rays and main- 
tenance of a 50 degree temperature, 
the process hastens disentegration 
of the meat fibre structure, a sort of 
controlled spoilage or aging hereto- 
fore accomplished by hanging car- 
cases in a 36 degree temperature for 
a period of several weeks. The new 
method is still in experimental stages 
and so far has been applied only to 
beef. It is expected to prove ap- 
plicable to other meats as well, how- 
ever, and if practical on a mass pro- 
duction basis, will undoubtedly be 

adopted by the meat packing 





stocks pledged under Govern- 
ment loans. But a more logical 
suggestion for disposing of a 
large part of our accumulated 
cotton has been made by P. W. 
Litchfield, president of Good- 
vear Rubber. Pointing to the 
gathering war clouds abroad 
and the fact that rubber stocks 
in this country amount to only 
about five months’ supply, Mr. 
Litchfield suggests that we bar- 
ter with Great Britain and 
Holland some of our cotton 
surplus in return for crude rub- 
ber. The rubber stock would 
be held as a national defense 
reserve and would be handled 
as a “revolving supply,” with- 
drawals for domestic consump- 
tion being replaced by fresh 
imports in order to prevent 
deterioration. As British cot- 
ton spinners have been liter- 
ally pleading for access to our 
supplies of the staple, it seems 
likely that Britain would con- 
sider such an arrangement fa- 
vorably. Provided a satisfac- 


Ticker Symbol Changes of the 


Fortnight 

From Stock To 
ADN Air Reduction AN 
ALT Atlas Corporation AZ 
BKX Blaw-Knox BK 
BDO Borden Co. BN 
CTM Case (J. |.) Co. Jl 
CDP Cerro de Pasco DP 
XLO Ex-Cell-O Corp. XL 
KS Kress (S. H.) KSC 
LOR Lorillard (P.) LL 
MFI Marshall Field MF 
MTY McIntyre Porcupine MP 
NCR National Cash Register NC 
NAX National Steel NS 
MOS Philip Morris MO 
PGM Procter & Gamble PG 
TCL Tri-Continental TY 
WPU Worthington Pump WP 


industry. Packers have evinced 
considerable interest as_ the 
process would go far toward 
solving the present problem of 
inventory price control. Kroger 
is completing a plant at Cleve- 
land which will use the new 
process and the company’s 
stores in that area will shortly 
carry meats so treated. 


Ward versus Sears 


In 1929 sales of Montgomery 
Ward were 64% of those of 
Sears, Roebuck and net income 
as a percentage of sales for the 
former company was about 
two-thirds that of the latter. 
In the fiscal year ended Janu- 
ary 31, 1939, Ward’s sales were 
over 82% of Sears’ and the 
smaller company’s ratio of net 
to sales exceeded that of the 
larger. Moreover, while Sears’ 
earnings dropped to $4.17 per 
share last year from $5.58 for 
the preceding twelve months. 
Ward’s gained to $3.50 from 
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| $3.41. The latter’s improved show- 


ing was entirely due to lower taxes as 


' aresult of last year’s modification of 
' the undistributed _ profits 
Though the company retained 53% 
_ of earnings in the 1938-39 fiscal year 
| against 38% the year before, the 
tax cost of so doing amounted to 


levy. 


only $270,000 as compared with 
$1,650,000 in the preceding period. 


An Interesting Convertible Bond 


Studebaker Debenture 6's of 1945, 
convertible into common at 1244 per 
share and currently selling in the 
low 80s, are not unattractive for in- 
come aud possible price enhance- 
ment. The conversion privilege is 
of potential value from a longer 
term viewpoint; meanwhile, inter- 
est payments, which became manda- 
tory at the 6% rate last July, are 
likely to be continued and afford a 
generous yield. A profitable fourth 
quarter resulted in a 1938 deficit, 
after all charges, of $1,762,000 as 
compared with a loss of $2,832,000 
for the first nine months of the year. 
This improvement has continued in 
1939 and, with the company’s new 
light car to be introduced shortly, 
further betterment is expected. 


Residential Contracts Larger 


Following the best February since 
1930, residential contract awards 
dropped contra-seasonally in the first 
two weeks of March, due in part to 
adverse weather conditions and 
partly because of uncertainty created 
by European war threats. Current 
indications are that substantial im- 
provement occurred in the latter 
half of the month, however, and 
were probably in the neighborhood 
total awards for the first quarter 
of $260,000,000 against $155,600,000 
in the like period of 1938. A further 
gain of 10 to 20% next quarter is 
looked for. 


All Ears 


Principal liquor companies are 
girding for the impending sales battle 
in the bonded whiskey field. About 
35,000,000 gallons of four year old 
stock will become available for 
bottling in bond within the next 
three months and National Distil- 
lers, which up to now has had the 
bonded market pretty much to it- 
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Developments in Companies Recently Discussed 


The importance of research in de- 
veloping new industrial outlets for the 
company's product was emphasized at 
the recent annual meeting of Interna- 
tional Nickel where it was pointed out 
that in the past ten years tonnage sales 
have increased more than 100 per cent 
over the total of the previous decade 
despite the effects of world depression 
in the more recent period. Seven labora- 
tories are maintained and about $2,500,- 
000 is spent on research each year. More 
than $2,000,000 in operating economies 
were effected in 1938 as a result of 
sizable capital expenditures for improved 
equipment and processes to offset higher 
costs elsewhere, notably payrolls and 
taxes, which are beyond management 
control. Earnings for the year amounted 
to $2.09 per common share as compared 
with $3.32 in 1937. 


Monsanto Chemical has announced 
plans for commercial production of di- 
potassium phosphate, a product for use 
in wool processing which will make pos- 
sible improvements in the wearing quali- 
ties and texture of woolen and worsted 
goods. Yarns of greater natural resili- 
ency and softness as a result of use of 
the new product, together with econo- 
mies in the spinning process, are selling 
points expected to bring considerable 
demand from manufacturers of woolens. 


The French Air Ministry has recently 
ordered 100 more light bombers from 
Glenn L. Martin, thus further swelling 
the company's backlog of unfilled orders 
which had already increased well over 
100 per cent since the beginning of the 
year. The plant expansion program now 
being completed, involving the addition 
of 440,000 square feet of manufacturing 
floor space and the installation of new 
tools and machinery, will make the Mar- 
tin plant the largest single-unit aircraft 
factory in the country. Net income in 
1938, equal to $2.15 on the common as 


against $1.32 for 1937 when share capi- 
talization was 20 per cent smaller, will 
undoubtedly show a further substantial 
increase this year. 


Philip Morris sales continue to gain 
in relation to those of the industry as 
a whole and for the fiscal year ended 
March 31 are expected to be between 
92 and 10 billion cigarettes or almost 
6 per cent of total production for the 
period. This would compare with ap- 
proximately 5 per cent for the year 
ended March 31, 1938, 3/2 per cent in 
the previous year and 2'/2 per cent in 
the fiscal year before that. Net income 
for the year just ended was probably 
well in excess of $6,000,000, as compared 
with $5,663,221 a year ago, but what 
this will amount to on a common share 
basis depends on the extent of preferred 
stock conversions in March. The 5% 
preferred, originally issued in June, 1938, 
to an amount of 77,873 shares, had been 
reduced by conversions to 66,823 shares 
at the beginning of 1939 and to 59,855 
at the end of February. 


Restricted crude oil output and lower 
prices for both crude and refined prod- 
ucts cut sharply into earnings of Skelly 
Oil last year. Net per share was $2.27, 
off 63 per cent from the record high of 
$6.06 earned in 1937. Proven under- 
ground oil reserves were increased 12 
per cent. Outlook for Skelly this year, 
as well as most other integrated com- 
panies in the mid-continental area, is 
largely dependent on renewal of the 
Interstate Oil Compact and inclusion of 
important producing states, notably Illi- 
nois, where production thus far has been 
virtually unrestricted. In the refinery 
end of the business prospects have taken 
a turn for the better recently as a re- 
sult of three successive advances in mid- 
continent gasoline prices in response to 
a 5 per cent increase in demand over 
a@ year ago. 





self, is in for increased competition. 
** * Management of Carrier Corp., 
leading manufacturer of air-condi- 
tioning equipment, looks for a least 
a 25% sales increase this year. 
Business so far has been running 
well ahead of last year. * * * Sales 
of Crosley Corp. to date are 20% 
above the like period a year ago, 
greater part of the improvement 
being in the refrigerator division as 
this is the slack season for radio 
sales. An announcement may be 
made in the near future concerning 


the small automobile on which the 
company has been working. * * * 
Lower costs aid the outlook for the 
can companies despite continued 
over-supply of canned foods. * * * 
Upon authorization of stockholders, 
Pullman, Inc., will write down the 
property account of its transporta- 
tion subsidiary by approximately 
$33,000,000 in recognition of the ac- 
celerated rate of obsolescence of its 
conventional style sleeping and par- 
lor cars as a result of the introduc- 
tion of light streamlined trains. 
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Marshall Field Makes Pruning Pay 


Extensive Revamping and Abandonment of Some 
Activities Means Smaller Volume—But Larger Profits 


BY CYRUS G. V. WHITE 


Des slump from its pace of 19387 which business experi- 
enced last year is a thing too familiar and too recent to 
require instances to bring it back to mind. Some com- 
panies were hit harder than others, some very few escaped 
entirely, but for the general run of enterprises the dis- 
covery now that their sales were substantially off in 1938 
is pure anti-climax. Marshall Field’s volume suffered 
along with industry in general, falling a matter of 18 per 
cent. That is a fact, but not news. Marshall Field, 
however, earned the largest profit last year of any since 
1930 despite the reduced gross, or in a sense, because 
of it. That is worth investigating. 

The figures in the table shown opposite really give the 
essentials of the achievement. Every year a respectable 
profit from the retail division (1932 is the only known 
exception in the company’s history), has been offset in 


varying degree by generally discouraging results in the 
manufacturing end. Marshall Field has been until very 
recently not only a manufacturer and retailer but a job- 
ber as well, in addition to its position as an important 
owner of real estate. Lumping all activities the concern 
has had an impressive record of earnings over its span of 
existence from Civil War times. Only with the coming 
of the big depression was it realized that the retail busi- 
ness, the main Chicago store to be more specific, was 
carrying a drag consisting of other activities heavy 
enough to turn its consistent profits into occasional 
rather serious losses for the company as a whole. 
Perhaps it was in observation of the injunction of 
Holy Writ: “if thy right hand offend thee, cut it off” 
or perhaps it was the realization that what the jobber 
has lost in importance as a link between the manufac- 
turer and the retailer in recent years 
will probably never be regained. At 





Marshall Field's Operations 
(000 omitted) 


any rate it was decided to withdraw 
from the jobbing field, concentrate 
entirely on making and selling. Even 
this was not enough, however, for the 
company had demonstrated a tend- 











1935 1936 1937 1938 

Net sales..........0.......0.. $108,903 $104,205 $97,642 $79,648 cncy to lose money in its manufac- 

tities... ees anes eens 2,632 turing division (when circumstances 

iRiachitencesiscierss $110,011 $106,136 «$100,005 © Sea,ae0. Wee adverse) without any help from 

—— —— a ——-— the wholesaling activities. The next 

Operating Profits— step was to overhaul the extensive 

Retail Division.......... 3,427 4,837 5,029 3,940 system of products and factories, 
Manufacturing Division.................. d.1,497 29 d.5,679 138 «= buying and selling. 

Real Estate Division. . . . d.318 d.447 d. 25 210 By the end of 1936 the manufac- 

WG ere divstasesnnkein . $1612 0(CiSaatg (id. $673.«=Ss«=«Sasgp—«tUing activities were no longer sad- 

— — — “7 dled with the results of a jobbing divi- 

alien sion and all the necessary liquidation 

<0 | mate saat po on of inventories, personnel, offices and 

, ’ so forth of the latter had been com- 

Other charges. ....... 190 405 _ ___4 pleted. At the same time, mills 

BOMB... sn eeesceneeeeee _ $1,413 _ $1,540 __ $979 __$796 themselves were reduced to twenty- 

two, with seven more disposed of the 

ee $199 $2,879 d.$1,654 $3,492 following year and only the dozen 

Per common share........... d. $1.35 $.67 d. $2.11 $1.04 most important now left. With the 

: exception of one located in Illinois, all 

d.—Deficit. are now in North Carolina and Vir- 

ginia, where formerly the mills and 
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plants had ranged from New 
England to China, Puerto 
Rico and the Philippines. 
Items manufactured were re- 

duced from 58,000 to 32,000 
y in 1936 and the number of 
accounts sold from 27,000 to 
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turned in a profit in 1936, a 
small one which would have 
been larger by about $750,- 
000 without non-recurring ex- 
penses of retiring employes, 
moving offices, chan’ging 
plants, and so forth. With 
the mills only nominally in 
the black, though, and despite a small loss by the real 
estate division, 1936 was the best year since the depres- 
sion and the following year started off even better. 

Unfilled orders at the beginning of 1937 were the 
largest in years and inventories were built up, particu- 
larly in raw materials “to meet the increasing demand 
for goods and to correct the situation existent during 
1936, when we were not always able to deliver mer- 
chandise to our customers at the time and as rapidly 
as they demanded it.” Commitments were extended 
beyond absolute necessities in line with the advancing 
trend in the prices of basic commodities. Like many a 
similar enterprise, the manufacturing division of Marsh- 
all Field was not only unprepared for the slump which 
came quickly and suddenly in 1937, it was at the height 
of a campaign to guard against exactly the reverse of the 
contingencies actually to come. 

At the same time that orders ceased to flow in, com- 
modities dropped sharply. Cotton lost 40 per cent of 
its value in nine months. Orders already on the books 
were canceled. Overhead went on inexorably. The table 
shows the stunning reversal that met the manufacturing 
division in 1937, wiping out really excellent profits from 
the stores and improved results on the part of the real 
estate activities. Inventory losses were of course re- 
sponsible in good measure for the deficit, but even they 
could not explain everything. Further pruning of the 
manufacturing division was indicated. 

The company will no longer manufacture, convert or 
job such lines as cotton dress goods, draperies, gloves, 
handkerchiefs, knitted undergarments, linens, plush, silk 
piece goods, silk and rayon lingerie, wash dresses, and 
Wilton rugs. Over $10,000,000 in net sales was thus 
given up on the pragmatic reasoning that profits, not 
sales, were the objective. Expenses were reduced in the 
lines retained, which include blankets, sheets, towels, 
bedspreads, Karastan Rug Products, lace curtains, woolen 
piece goods, rayon and silk gray goods, cotton and rayon 
suitings, and women’s silk hosiery. Distribution is to a 
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The Merchandise Mart in Chicago, owned and operated by Marshall Field. 


greater extent through outside channels, except where 
success in handling its own sales agencies has been 
demonstrated. 

Mainly because of the discontinued lines, inventories 
of the manufacturing division fell to $3,264,000 at the 
end of 1938, compared with $10,410,000 a year earlier, 
and needless to say no writedowns obscured the operat- 
ing results of the division. The profit from manufacturing 
was not large—$138,000—but most encouraging in con- 
trast to the huge loss incurred in 1937, and considering 
business conditions during a good part of 1938. Had the 
retail division been able to maintain its previous earn- 
ing power it would have been a phenomenal year, but 
that was too much to hope for. 

The stores as a group experienced a 6 per cent drop in 
sales, due principally to a decline in retail prices and a 
consequent shrinkage in the size of the average transac- 
tion. A greater number of individual sales were actually 
made than in the year before, and these transactions set 
an all-time record during the Christmas season for the 
Chicago and suburban stores. Aided by the pickup in 
general conditions, last December brought a greater 
dollar volume of sales to the retail stores than in the 
same month for seven years past. Without the unprom- 
ising beginning, 1938 would have been a highly satis- 
factory year for the stores. 

Although consisting of seven units, the results of the 
store division rise or fall with the State Street establish- 
ment in Chicago. No figures are available, but there is 
little doubt that Marshall Field could get along very 
nicely without its suburban stores and without the larger 
Frederick & Nelson in Seattle. 

Projection of earning power into the future therefore 
concerns itself most immediately with the prospects for 
the main store, and these prospects must be considered 
on the whole good. The company traditionally caters 
to the better class of customers and is showing no signs 
of losing ground in this respect, while managing to appeal 
more and more on a thrift (Please turn to page 755) 
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Six Stocks With 


Dynamic Growth Possibilities 


Leading Companies in Expanding Industries 


Selected by THE MAGAZINE OF WALL STREET STAFF 


Fairbanks Morse 


Recent 1939 Price Range 
Price High Low Dividend 
27 43% 27 None 


Activities of the Fairbanks Morse Co. are closely 
identified with durable goods demand. In addition to 
being one of the foremost manufacturers of all types of 
weighing apparatus, the company is a leading manufac- 
turer of internal combustion engines, diesel engines and 
electric motors. Other products include electric genera- 
tors and magnetos, pump equipment, railroad equipment 
and supplies and farm appliances. In the development 
and manufacture of diesel engines, the company has 
acquired considerable prominence with an extensive line 
of diesel units ranging in size from 10 to 1,400 horsepower 
for marine purposes, and around two score sizes for sta- 
tionary installations for all purposes excepting generat- 
ing equipment of the larger type for power stations. 
Installations for industrial, municipal and marine pur- 
poses supply the bulk of the demand. Particularly note- 
worthy is the substantial marine demand for equipment 
suggested by the large domestic naval building and mer- 
chant marine construction programs now under way. 

As might be expected from the nature of the com- 
pany’s activities, earnings have fluctuated widely. Defi- 
cits were reported in the depression years, 1931, 1932 and 
1933, the aggregate losses in these years amounting to 
about $8,850,000 after depreciation. During these years, 
however, the company was apparently successful in intro- 
ducing important operating economies, resulting in a 
substantially lower “pay point.” As a consequence, im- 
provement witnessed in sales in subsequent years pro- 
duced a sizable gain in earnings. In 1935 a recapitaliza- 
tion eliminated accumulated preferred dividends and 
late last year the company retired all its 6% preferred 
stock, leaving only $5,411,400 4% debentures and 599,595 
shares of common stock outstanding. 

Profits in 1937 amounted to $2,148,432, equivalent 
after depreciation, taxes and preferred dividends, to 
$3.45 per share on the common stock. Per-share earn- 
ings for the common in 1936 were equal to $3.81. With 
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the unfavorable conditions which prevailed during the 
major portion of 1938, however, sales slumped sharply, 
the total of $20,957,452, being nearly $10,000,000 under 
the 1937 level. As a consequence, net profit last year 
of $558,539 was equal to only 83 cents a share for the 
common stock. 

Presumably the company’s sales have recorded some 
improvement in the current year, but, in the main, the 
company’s greatest promise would appear to lie some- 
what further in the future. As a speculative vehicle, 
predicated upon the prospect of increasing demand for 
diesel installations and other products of the type manu- 
factured by Fairbanks Morse, the company’s shares may 
well prove a profitable undertaking. 


North American Aviation 


Recent 1939 Price Range 
Price High Low Dividend 
14 193% 13 40 


North American Aviation is engaged exclusively in the 
manufacture of aircraft and parts. Output comprises 
single engine training, observation and basic combat 
planes, as well as twin-engine bombers and commercial 
and export units. A considerable portion of the com- 
pany’s output in recent years has gone to foreign govern- 
ments in furtherance of rearmament plans. However, 
with the United States embarking on large-scale expan- 
sion of Army and Navy air forces, domestic orders are 
likely to bulk heavier over the next several years. 

Last year total deliveries by North American Aviation 
in excess of $10,000,000 were the highest in the com- 
pany’s history and compared with deliveries of $3,469,- 
735 in 1937. Net income last year totaled $1,904,086, 
and was equal to 55 cents a share on 3,435,033 shares of 
capital stock. On total sales last year, the company 
showed a margin of profit of nearly 19%, substantially 
higher than that of the average aircraft manufacturer. 
The preponderance of foreign business, on which profits 
are larger, accounted for the superior ratio of North 
American Aviation. 
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The company entered the current year with large 
unfilled orders and at the beginning of March the total 
backlog was estimated in excess of $25,000,000. In addi- 
tion to having large contracts with the British and 
French governments, recently the company has been a 
low bidder on several important Army orders. In the 
Army Authorization Bill, recently enacted by Congress, 
there is a provision limiting manufacturers’ profits to 
12%, but losses as a result ot development costs, etc., 
will be permitted to be carried over into succeeding five- 
year periods. This is considerable modification over the 
provisions of the Vincent-Trammel Act affecting Navy 
orders and should permit aircrafts manufacturers to 
show a reasonable profit on U. S. Government business. 

In 1938 North American Aviation liquidated bank 
loans of $750,000 and at the end of the year current 
assets, including $3,558,070 cash and marketable securi- 
ties, amounted to $8,568,436 and current liabilities were 
$2,954,087. A dividend of 40 cents was paid last year. 

For anyone seeking speculative participation in the 
rapid growth and sustained activity scheduled for the 
domestic aircraft industry over the next several years, 
the shares of North American Aviation, currently sell- 
ing around 14, would appear to possess interesting 
possibilities. 


Monsanto Chemical Co. 


Recent 1939 Price Range 
Price High Low Dividend 
95 11 95 $2.00 


Twenty years ago Monsanto Chemical Co. was a small 
and relatively unknown unit in the chemical industry. 
Today it is one of the most progressive units in the indus- 
try—the result of a soundly conceived expansion and 
research program. The company produces an extensive 
list of both heavy and fine chemicals, used by such 
widely-diversified industries as food, pharmaceutical, 
plastics, rubber, paint, dye stuffs, ete. Space does not 
permit a full discussion of the new developments ori- 
ginated by the company last year, but certain of the 
more important projects are worthy of attention. Hav- 
ing absorbed the Fiberloid Corporation about a year ago 
further progress has been made in developing plastics 
for commercial uses, and a new material improving the 
effectiveness of safety glass has reached large scale pro- 
duction as well as the company’s transparent packaging 
substance “Vue-Pak.” A new process for vanillin partially 
offsetting lower prices should also prove of future im- 
portance. 

Since 1929, earnings of Monsanto Chemical have 
more than doubled. Net of $4,999,059 in 1937 was 
equivalent to $4.40 per share for the common stock, 
while 1936 earnings per share for the junior issue were 
equivalent to $4.01 per share. Last year sales held up 
fairly well, despite the slump in general business, but 
competitive conditions and lower prices cut into profit 
margins, with the result that net in the year ended 
December 31, 1938, of $3,150,593 was equivalent, after 
preferred dividends, to $2.35 a share on 1,241,816 shares 
of common stock. Ahead of the common are 100,000 
shares of $4.50 preferred stock and 400,000 shares of 
514% preference shares, par value £1, of the British 
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subsidiary. Current assets at the close of 1938, includ- 
ing over $6,000,000 in cash and marketable securities, 
totaled $19,320,283, while current liabilities were $4,512,- 
241. Last year the company paid total dividends of $2 
a share on the common stock and the same rate has 
been maintained thus far in the current year. 

Activities of the company are geared closely to the 
level of general business and in the first three months of 
the current year sales were substantially better than in 
the corresponding period a year ago. On the assump- 
tion that the course of business recovery will continue, 
at least irregularly upward, throughout the current year, 
there is, at least, a speculative possibility that the com- 
pany’s earnings may approach the 1936-37 level. 

Commanding a fairly substantial market premium, in 
relation to recent earnings, this feature does not detract 
from the shares as a longer term investment medium. 
In a large measure, such a market premium can be sup- 
ported on the basis of the company’s excellent record 
of progress in the past and the likelihood that continu- 
ous development of new products and processes will 
add substantially to the company’s growth and earning 
power in the future. 


G. C. Murphy Co. 


Recent 1939 Price Range 
Price High Low Dividend 
58 64/2 52 $3.00 


Contrary to the experience of the majority of chain- 
store organizations, sales of G. C. Murphy Co. have in 
recent years greatly exceeded the pre-depression levels. 
In 1937, sales of $42,522,253 and net income of $3,007,383 
were the largest in the company’s history. Equally 
significant was the company’s showing last year. With 
the addition of only one store, sales for the entire 1938 
year held to a level within less than one per cent of the 
1937 record. Somewhat higher costs last year, were 
responsible for the decline in net income to $2,489,856. 
Net available for the common stock was equal to $4.77 
per share on 480,500 shares, comparing with $5.84 per 
share earned in 1937. 

The company operates a chain of variety stores, num- 
bering 201 units, retailing merchandise priced from 5 
cents to one dollar. Many of the company’s units are 
located in important industrial centers and for this 
reason sales and earnings are quite responsive to the 
general level of industrial activity and employment. 
Last year, for example, sales in the earlier months 
dropped considerably below the volume of the corre- 
sponding months of 1937. Since the middle of 1938, 
however, sales have turned up sharply, a trend which 
has been maintained so far in the current year. February 
sales were 10.6% higher than in February, 1938, and for 
the first two months the net increase was 9.2%. 

Capitalization consists of 40,000 shares of 5% pre- 
ferred stock and 480,500 shares of common stock. Cur- 
rent assets at the end of last year, including $2,257,580 
cash, amounted to $7,825,149 and current liabilities were 
$3,225,394. Last year dividends paid to common stock- 
holders totaled $3.25 per share and thus far in the cur- 
rent year quarterly payments have been made at the 
rate of 75 cents per share. Currently obtainable below 
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60, the shares are reasonably priced in relation to 1938 
earnings and with the prospect that important gains 
may be registered this year, the possibility of important 
price appreciation would appear indicated. Moreover, 
they afford an income return of better than 5%. 


Hercules Powder Co. 


Recent 1939 Price Range 
Price High Low Dividend 
69 86 6812 $1.50 


Although Hercules Powder Co. is still a leading pro- 
ducer of blasting powder and explosives, this phase of 
the company’s activities has in recent years been gradu- 
ally overshadowed in importance by expansion in such 
lines as nitro-cellulose, cellulose, naval stores and vari- 
ous other chemical products. As a result of this 
increased diversification of output, the company’s prod- 
ucts are consumed in substantial quantities by such 
industries as paper manufacturing, automobile produc- 
tion, mining, quarrying and manufacturing. In com- 
mon with most chemical enterprises, Hercules Powder 
engages in large-scale research activity, approximately 
$900,000 having been expended for that purpose last 
year. Late last year the company announced the con- 
struction of a new plant for the production of ethyl 
cellulose. Another product recently developed is “Stay- 
belite,” a hydrogenated rosin. This product is reported 
to be of such high quality that it is expected that it can 
be used in competition with other natural gums and for 
varnishes and finishes. 

During the greater part of last year, business of 
Hercules Powder was adversely affected by the restricted 
level of general business activity. As a result, and 
despite sustained improvement in the last five months 
of the year, the company’s physical volume of business 
was about 16% lower than in 1937. Earnings were 
also adversely affected by higher costs resulting from 
the necessity of utilizing high-cost inventories in a 
declining market. 

Net profits for the full 1938 year totaled $3,089,017, 
which were equivalent to $1.95 a share on 1,316,710 
shares of common stock. This compares with $4,440,273, 
or $2.97 a share in 1937. Last year aggregate dividends 
paid to common shareholders totaled $1.50 and the latest 
payment was at the rate of 40 cents a share, comparing 
with 60 cents a share paid last December. The company 
has no funded debt and the common is preceded by only 
87,488 shares of 6% preferred stock. Current assets at 
the close of last year totaled $21,220,737, including over 
$10,300,000 cash items, while current liabilities were less 
than $2,000,000. 

Currently quoted around 70, the shares command a 
rather substantial premium in relation to recent earn- 
ings. At the same time, however, it is difficult to argue 
against the justification of this premium in view of the 
recognized possibilities for dynamic growth attendant 
upon the activities of an energetic and foresighted 
chemical enterprise. The company’s earnings thus far 
this year are running substantially ahead of 1938, a 
trend which may possibly continue throughout the re- 
maining months. While admittedly a long-term proposi- 
tion, the shares have much in their favor. 
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National Gypsum Co. 


Recent 1939 Price Range 
Price . High Low Dividend 
11 16% 10% None 


National Gypsum Co. is rapidly acquiring a position 
of major importance in the building materials indus- 
try. During the past five years the company has not 
only strengthened its competitive position in the pro- 
duction of gypsum and lime, but it has through the 
medium of enlarged plant facilities and the acquisition 
of going concerns, greatly enlarged its scope to embrace 
other lines of building materials and supplies. At the 
present time the company’s line of related products in- 
cludes gypsum wallboards, lath and blocks, gypsum 
stucco and plaster; hydrated and ground lime and lime- 
stone base, white molding and sound-control plastics, 
insulation boards; metal lath and metal lath products; 
texture and casein paint. Manufacturing facilities are 
located in various sections of the country, strategically 
situated both in relation to raw material sources as well 
as principal selling markets. 

In addition to its expansion program, National 
Gypsum has also been engaged in a program of capital 
simplification. Following the conversion of the Class A 
and Class B common shares into a single class of stock, 
the company last year issued $3,500,000 412% de- 
bentures, utilizing the proceeds to retire notes payable, 
plant mortgages and 6% bonds. Last December 60,000 
shares of $4.50 preferred stock were issued, of which a 
portion of the proceeds were utilized in retiring outstand- 
ing first and second preferred stock. During the past 
year a total of 90,250 shares were issued in exchange for 
the stock of two allied concerns, bringing total outstand- 
ing common, as of the close of the year, up to 1,261,458 
shares. Total assets last year increased $3,502,974 to 
$15,370,357 and current assets as of December 31, last, 
including over $3,000,0000 in cash items, amounted to 
$6,483,404, while current liabilities totalled only 
$929,982. 

In 1937 sales of National Gypsum set a new peak at 
$10,159,377 and net income, in that year, totaled $687,- 
428, or the equivalent of 33 cents a share of common 
stock. Notwithstanding the adverse conditions which 
prevailed in the building industry during the first half 
of last year, total sales of National Gypsum of $9,829,872 
were only 3% below the 1937 level. Greatly increased 
operating efficiency and lower costs, however, enabled 
the company to record a gain of 34% for net profits. 
The latter item totaled $1,100,021, or the equivalent of 
49 cents a share on the increased amount of common 
outstanding at the year-end. The upturn in sales and 
‘arnings apparently continued with increasing impetus 
during the first two months of the current year, in 
which period it was officially stated that a net profit of 
approximately $59,000 was shown, compared with $5,800 
in the corresponding months a year ago. With every 
indication that building construction this year, barring 
a serious setback in general business, will record impor- 
tant gains, National Gypsum promises to be one of the 
substantial beneficiaries. Recently quoted around 1314, 
the company’s common shares would, on the foregoing 
basis, appear to possess well founded speculative 
attraction. 
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The Personal Service Department of Tue MaGazine oF WALL Srreer will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 


dollars in value to you. 


1. Give all necessary facts, but be brief. 


It is subject only to the following conditions: 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





U. S. Industrial Alcohol Co. 


I am a stockholder in U. S. Industrial 
Alcohol, holding 75 shares bought at 39%. 
What is your opinion of the outlook for this 
stock now that the company has entered 
the plastics field?—E. W., St. Louis, Mo. 


U. S. Industrial Alcohol is the 
largest domestic producer of dena- 
tured alcohol, while subsidiaries 
manufacture solvents for lacquers 
and cellulose acetate (a_ plastic) 
used in the rayon industry and in 
the manufacture of motion picture 
film. Because the alcohol industry 
has for years been subject to keen 
competitive conditions which have 
provided wide fluctuations in earn- 
ings, U. S. Industrial Alcohol has in 
recent years taken steps to develop 
more stable earning power. These 
sleps have taken a form of greater 
diversification and although alcohol 
still accounts for a_ substantial 
amount of total business, good prog- 
ress has been made in developing 
the chemical division. Chemical 
products now account for around 
38% of gross income and it is hoped 
that eventually this branch will pro- 
vide about 75% of gross. To curb 
the profits-absorbing effect of price 
wars in the “anti-freeze” lines, the 
company has concentrated sales ef- 
forts on “Super-Pyro” which has 
been on the market for a few years, 
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but most of the income from which 
has been used for promotion and ad- 
vertising expenses. U. S. Industrial’s 
1938 report reveals net loss equiva- 
lent to a deficit of $1.71 per share 
as compared with a deficit of $1.17 
a share for 1937. This poor show- 
ing was forecast by the statement 
for the six months ended June 
30, 1938, which revealed earnings 
of only one cent a share as against 
77 cents a share in the initial half 
of 1938. While continuing slack 
demand for products combines with 
an unsatisfactory price structure to 
preclude expectations of substan- 
tially higher earnings over the 
immediate future, ultimate recov- 
ery of at least a moderate por- 
tion of income can be expected 
as a result of the diversification pro- 
gram. Working capital position is 
satisfactory. The capital stock is 
chiefly attractive for its longer 
range prospects and these appear 
favorable enough to warrant reten- 
tion on that basis, although no divi- 
dend is yet in sight. 





Penick & Ford, Ltd., Inc. 


Are low corn prices and a wide demand 
for Penick & Ford’s products responsible for 
the favorable earnings showing reported for 
1938 expected to continue? If so, to what 
extent do you believe it will be reflected im 
higher prices for this stock? I hold 50 shares 
bought at 62%—S. T., Minneapolis, Minn. 


Although net sales of Penick & 
Ford experienced a decline of 20% 
last year, per share earnings in- 
creased over 300% to $3.09 per share 
as against the 1937 results of 74 
cents per share. Nor does this fully 
reflect the improvement which took 
place since an appropriation of 
$100,000, or 27 cents a share, was 
deducted for contingency reserve 
which is being built up to meet the 
liability of an adverse decision on 
certain patents relating to refined 
corn sugar. The amount of damages 
has not yet been determined, but is 
not likely to reach important pro- 
portions inasmuch as sales of refined 
corn sugar represented only a very 
small percentage of total volume. 
Returning to the excellent 1939 re- 
port, the sharp contrast with the 
previous year’s earnings was due 
largely to a complete reversal of 
conditions in the corn market. 
Whereas in 1937 this commodity was 
scarce and prices were high, 1938 
witnessed just the opposite. Among 
manufacturers of products derived 
from corn, Penick & Ford occupies 
second place. In addition to corn 
products, the company has an im- 
portant line of molasses, cane and 
maple syrup and dessert powders. 
Of aggregate output, approximately 
two-thirds is sold in bulk to food, 
textile and various other basic in- 
dustries, with the remainder dis- 
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tributed in package from under such 
well known trade names as “Brer 
Rabbitt,” “Vermont Maid” and 
“My-T-Fine.” Inasmuch as_ the 
cost of corn is of major importance 
to the company, fluctuations in the 
price of this commodity constitute 
the principal cost problem. How- 
ever, corn prices are not expected to 
show any appreciable change over 
the visible future since the bountiful 
production of 1938 is likely to create 
another heavy carry-over this year, 
despite some acreage reduction. Con- 
tinued satisfactory earnings, there- 
fore, are looked for and since there is 
neither funded debt nor preferred 
stock, and working capital require- 
_ments are ample, a continued liberal 
dividend policy should obtain. Car- 
rying appeal for both income and 
moderate appreciation, the capital 
stock is worthy of retention. 





International Agricultural Corp. 


I have heard reports that International 
Agricultural Corp. is supplementing its fer- 
tilizer products with a line of phosphate, a 
basic ingredient for fertilizer products. What 
progress is being made? How does the 
company size up its active spring selling 
season, now at hand? Do you advise me to 
hold 200 shares of this stock acquired at 
8%4?—D. A., Seattle, Washington. 


International Agricultural Corp., 
is engaged principally in the produc- 
tion and sale of phosphate rock, su- 
perphosphates and complete fertili- 
zers. Operations are concentrated 
mainly in the cotton and tobacco 
sections of the southeastern States. 
The industry over a period of years 
has been adversely affected by large 
over-capacity with resultant extreme 
competitive practices; instability of 
demand and the policy of extending 
liberal credit, leading to losses on re- 
ceivables, are also partly responsible 
for the wide fluctuations in earnings, 
although in recent years the com- 
pany has been endeavoring to con- 
fine business to a cash basis as much 
as possible. The foregoing factors 
all find reflection in the income state- 
ment for the fiscal year ended June 
30, 1938, (the latest available) when 
net income, including $443,685 non- 
operating income from sale of phos- 
phate rock acreage to the TVA, was 
equal to less than one cent per com- 
mon share as compared with 16 cents 
a share in the preceding twelve 
months. Predictions as to probable 
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earnings for the current fiscal year 
are obscured by uncertainties aris- 
ing from an indicated lower level of 
farm income in the territory served 
and the Federal Government’s crop 
restriction program. These factors 
militate against optimistic estimates 
as to demand and prices in the 
highly important Spring selling sea- 
son. Recent reports indicate that 
the company is attempting to divers- 
ify products by branching out into 
some of the smaller chemical fields, 
but expansion into the broad field 
of chemicals is prevented by lack of 
adequate capital. A considerable 
savings in interest charges will be 
available this year inasmuch as dur- 
ing the course of the fiscal year ended 
June 30, 1938, funded debt was re- 
duced from $5,633.000 to $3,892,000. 
In addition to funded debt, the com- 
mon stock is junior to 100,000 shares 
($100 par) -of 7% preferred stock on 
which there are dividend arrears of 
$72 per share. The position of the 
common stock is obviously not one 
calculated to engender near term 
appreciation, but in view of current 
prices, we feel that a policy of long 
range holding should be adopted. 





American Hide & Leather Co. 


Would you advise holding 100 shares of 
American Hide & Leather that cost 9°4 in 
1937? Do you look for a continuation of the 
pick-up in earnings that was reported in the 
last six months of 1938? Is the inventory 
position satisfactory?—E. B., Cleveland, 
Ohio. 


American Hide & Leather Co. 
gives promise of making the 1939 
fiscal year one of profitable opera- 
tions. The six months ended De- 
cember 31, 1938, produced net in- 
come equal to 34 cents per common 
share in comparison with a deficit of 
53 cents a share in the initial half of 
the previous fiscal year. Second 
quarter profit of 21 cents a share was 
considerably better than the 13 cents 
registered in the first quarter. Sales 
of the company have not been re- 
ported, but it is likely that earnings 
in the first half were aided to some 
extent by expansion in volume and 
by moderately higher prices. Liqui- 
dation of unprofitable foreign plants 
was completed last year and this 
should prepare the way for future 
economies. American Hide is chiefly 
a producer of calfskins and although 
inventories are considerably lower 





than a year ago, it is nevertheless 
necessary for tanners to keep fairly 
large supplies on hand because of 
the length of time necessary in the 


tanning process. This, of course, 
makes companies in this field par- 
ticularly vulnerable to price changes. 
In the past two decades, substantial 
competition from rubber and other 
substitutes resulted in the creation 
of a large amount of over-capacity 
of manufacturing facilities in the 
leather industry and while leather 
has not regained its former position, 
more stability in sales is indicated. 
Given a continuation of the trend 
toward increased consumer purchas- 
ing power and prices, the company 
should show substantially better re- 
sults this year. Some benefit may 
also be derived from the increase in 
the tariff on shoes imported from 
the former Czechoslovak factories. 
Regular quarterly dividends are ex- 
pected on the preferred, but elimina- 
tion of arrears will probably await 
more satisfactory earnings since 
liquid resources are not large and 
will no doubt be conserved. The 
common stock is obviously highly 
speculative, but with a somewhat 
better outlook than in some time, 
the shares appear to merit retention. 





Cutler Hammer, Inc. 


1 recently read of the consistent improve- 
ment in the orders of Cutler Hammer. Will 
increased activity of the building trade and 
other allied industries assure continuation of 
this trend and possibly permit the company’s 
resuming dividend payments? Am I justi- 
fied in holding 150 shares, bought at 284%? 
—L. F., Chicago, Illinois. 


Cutler Hammer, Ine. is the larg- 
est manufacturer of various electrical 
control devices, and has maintained 
a well entrenched trade position. Its 
products are used widely in such 
diversified heavy industries as the 
iron and steel, automobile manufac- 
turing, paper and textile, while cer- 
tain specialty lines are used in the 
building trade. Thus, the company 
presently is in a good position to 
benefit from expected higher levels 
of activity in business generally. 
Operations in 1938 resulted in a de- 
ficit of 46 cents per share, as com- 
pared with profits of $1.93 per share 
the year before; however, sales are 
showing an appreciable increase over 
this time a year ago. And higher vol- 

(Please turn to page 750) 
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Business Activity has picked up a little 
from the year's low, and domestic conditions 
are distinctly favorable to substantial recovery 
during the second quarter if venture commit- 
ments are not held seriously in check by devel- 
opments abroad. As to the latter, we hold to 
the belief that there will be no general war for 
some time to come—none of the nations dares 
risk it—but that the year will be punctuated by 
recurrent war scares to which business in this 
country should gradually become immune. If 
power politics is to become a permanent ad- 
junct of the new foreign diplomacy, industry 
in the United States is sufficiently virile and re- 
sourceful to accept the new order and go about 
the business of mending its own fences. 

oe 


In the unlikely event that a general war should 
eventuate in Europe, there is little chance that 
it could cause anything more than a mild and 
brief recession in the United States at a time 
when inventories and speculative positions are 
pretty thoroughly liquidated. According to 
figures compiled by the National Industrial Con- 
ference Board, Inventories of raw materials are 
near the low of August, 1936; semifinished are 
at the level of late 1934; while finished goods 
are back to the mid-1937 mark. As to domestic 
politics, there are already pretty clear cut 


(Please turn to next page) 
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Latest Previous Last 
uie Month Pe a Year PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION (a)| Feb. 98 101 719 
INDEX OF PRODUCTION AND (Continued from page 741) 
gd ale Sa 80 ss g_—=—=C«7_|_idlcations that the New Deel reform ideology i 
back-tracking. The most spectacular recent evi- 
Durable Goods.....-..--..--. Feb. 68 69 47 dence of this is to be found in Chairman Eccle’ 
Non-durable Goods...........| Feb. 89 91 83 Tea ad weve 
‘ Se ere capitulation to the popular demand for Govern- 
Primary Distribution............ Feb. 75 76 74 mith daeeiaiinmel “gil Sasietnes th as 
Distribution to Consumers....... Feb. 94 94 87 tf lash Nd ald “ex ri sides 
Miscellaneous Services......... Feb. 79 79 80 FOQUOS FOF S HIRE IS OT-OES DORN FHECTYOR) with 
its consequent reduction in social security taxes. 
WHOLESALE PRICES (h)....... Feb 76.9 76.9 79.8 Pqpehen ea 
INVENTORIES (n. i. c. b.) 
Raw. Materials................. Jan 101.2(pl) 101.6(pl) 110.9 Nation Income paid out during February was 
Semi-Finished Goods..........| ‘Jan 110.8(pl) 110.8 116.5 | 2.3% above last year; with payrolls, Govern- 
Finished Goods.............-. Jan 109.7(pl) 110.1 118.9 a and saan showing re wtones of 4.5%. 
rivate employment at mid-February was about 
cOsT OF LIVING 470,000 above last year, of which ali but 100,000 
PA GUE es ose eae ckl Feb. 85.1 85.4 86.7 represents an increase in the number of farm 
Food. BS PEP yt. bok ee ea ee Feb. 78.4 79.2 80.1 workers. According to the lastest available fig- 
Housing ee Vb ee Soe peewee hes Feb. 86.1 86.2 87.7 ures, raw material Prices now average about 
Clothing pa Aeris > ss Pa) tie ENa rs Feb. 72.4 72.7 76.0 1 % above last year, wholesale and retail prices 
oo ee Deere tree era es ‘so ning pe ee are off 3.5% while — pees . terms = ~ 
ee ewer errr sere sereves . ° ° e ti . 
Purchasing value offdollar....... Feb. 117.5 117.1 115.3 ogg ee en eee ee 
NATIONALITINCOME (cm){....| Feb. $5,090 $5,509 $4,975 we, te 
CASH FARM INCOME} h i . 
Form: Merkeling...:..:...:0-5- Feb. $430 $578 $456 ee eee ese sh be pak es 
Including Gov't Payments....... Feb. 486 619 487 Azar! 44 Rapa saan age ar 
, a level with the like periods a year earlier. Divi- 
Total, First 2 Months........... 1939 WAS. 5 akat 1,107 A 
, 2 dends declared during February were only 12% 
Prices Received by Farmers (ee)..| Feb 92 94 97 less then lest year, compared with © 29% drop f 
Prices Paid by Farmers (ee)... .. Feb, 120 120 126 all of 1938 y Slew pe eoenil ote ital yee _ 
Ratio: Prices Received to Prices <2 rpol apital raise 
Paid (ee) Feb 7 8 through flotation of securities during February 
itt? EEE RE SCs Boe ate wa jracomg a ap against only 5 millions in 
FACTORY EMPLOYMENT (f) anuary. e Bell System gained 68,300 sta- 
Durable Goods............... Feb. 83.4 83.6 81.0 tions in February, compared with only 29,900 a 
Non-durable goods............ Feb. 98.8 99.4 96.4 year ago. New ordinary life insurance written 
in February was up 12.5% from the like month of 
fareeces ee is Feb. 85.3 83.2 16.9 1938. Department store sales for week 
not adjuste ended March 18 were 5% ahead of last year, 
against a four weeks’ gain of only 3%. Our 
aay Beene Sales (F) Feb os os ae Merchandise exports plus imports for Febru- 
an. Sn Sales ( te eRe tens Ft, Bie Fg ey ary were only 9% below last year, compared with 
! gh ee eae eo. . . . a two months’ decrease of 13%. Excess exports 
Variety Store Sales (g)......... Feb. 115.0 113.0 111.0 i : 
¢ ; for two months were 95 millions,*against 216 mil- 
Rural Retail Sales (j)........... Feb. 110.6 110.0 99.9 lions a year earlier 
Retail Prices (s) as of..........- Mar. 1 89.1 89.1 91.2 d 
* * * 
FOREIGN TRADE 
Merchandise Exportst........-. Feb $218.6 $212.9 $261.9 s : 
Cumulative year's totalf to...... Feb BRIS ce. Khe 551.0 i Poney seg: pip gd in : ment 
Merchandise Importsf.......... Feb 158.0 178.2 163.0 iat ; 10%. With te ast igh - 
Cumulative year's totalt to...... Feb 336.2... --- 333.7 ical dain a 10 4% isdmnudioses cares last 
RAILROAD EARNINGS year, combined n. o. i. of first 60 roads to report 
Total Operating Revenues*..... Feb $276,904 $305,769 $251,037 shows an increase of over $15,000,000 above 
Total Operating Expenditures*..| Feb 290,619 232,946 218,354 February, 1938. Deferred maintenance at the end 
Wee ieee ee) ns ee be es 27,683 29,086 27,250 of last year amounted to $284,000,000. Possi- 
Net Rwy. Operating Income*...| Feb 18,591 32,891 1,90% def) bility of legislation this year to help the carriers has 
Operating Ratio %..........--]  ..... 77.84 76.18 84.49 ge d - ‘4 by dissension among members of 
Rate of Return %..... Poaiaicis ek Feb 1.81 2.40 0.18 eA. A. RK. 
BUILDING Contract Awards (k).| Feb $220.2 $251.7 $118.9 ke npn 
F. H. A. Mortgages e 
Selected for Appraisalf........ Feb. 86.2 77.6 42.6 Constru ction contracts awarded during 
Achacted for lexemacet......5- Fel 41.9 49.9 189 February in [37 states east of the Rockies were 
Premiums Payingt..........--- Feb. 44.4 55.4 91.4 85% ahead of last year, including a 98% in- 
oe crease in residential awards. For two months the 
Building Permits (¢) gain has been 50%, with Residential awards up 
MM MAT cos oc dee useee's Feb. $58.2 $70.0 $47.9 | 85%. Building permits granted during Febru- 
“ap a gu iar ate Gee es — 23.2 23.6 6.1 = n we ahead — year, against a gain of 
rah Sig ER a ar arene eb. 81.4 93.6 54.0 only ‘or two months. 
Engineering Contracts (En)t..... Feb. $203.8 $311.7 $209.5 
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STEEL 
Ingot Production in tons*....... Feb. 2,955 3,187 1,703 : : 
Pig Iron Production in tons*....| Feb. 2,060 2,175 1,298 a bow got — prensa 7 ene Bhi ery 
Shipments, U. S. Steel in tons*..} Feb. 678 789 415 Niediethirtaiedte-d ae to 53%; but this lead 
| was pared down somewhat during the second third 
gy ond by the latest war scare. Production in February 
Creche eg: re Feb. 297,841 339,152 186,531 | Was 70% ahead of last year. Field stocks are only 
Total 1st 2 Months 1939 636.993 396 059 5% below last year’s peak. Unit labor cost of 
aN * Soe ie aaa ies RNG ps eae f production has again been brought down to near 
Passenger Cars, U.S. (p)........ Feb. 172,000(pl) 203,212 121,234 normal. Ege gee 
TR ORY. oc eee ees, Feb. 33,000(pI) 37,715 32,314 
PAPER (Newsprint) Shoe production in February was about 21% 
Production, U. S. & Canada* (tons).| Feb. 271.4 285.6 264.0 | above yg ur _ rarear: a of 
ShomeriU.S ACamdee om) | fas Hoe 148 gas | BAR, Atte anda! ebay, decksl New 
* 7 
Sade, U.S. 8 <enede® (om). . . a Feb. 28 ate bea ore were 29% lower than a year earlier. Whiskey 
. | withdrawals during February were 14% above last 
yg erg ey LTE TN eee | Feb 8,735 9,192 10,254 year; but inventories were up 2%. Cigarette 
Withdrawn, Ok eae tae | Pale: 5.003 5,008 4,382 withdrawals during February were 2.5% above last 
Stocks, Gals.* as................ Feb. 28 472,783 470,251 464,525 year, against an increase of 4.4% for two months. 
| +. a - 
GENERAL | 
Machine Tool Orders (n)......... Feb. 167.1 150.8 75.7 | Expenditures for railway equipment last year 
Railway Equipment Orders (Ry) came to only $115,000,000, against $320,000,- 
Locomotive..............-... Feb. 3 8 109 000 in 1937. Other capital expenditures, for 
Freight Cars.................. Feb. 2,004 3 17 roadway and structures, amounted to $112,000,- 
Passenger Cars. Ra wren 4 Feb. None 47 15 000 last year, against $190,000,000 in 1937. 
Cigarette Productiont............ Feb. 11,782 13,863 11,492 Locomotives on order at the end of February 
Bituminous Coal Production * (tons) . Feb. 33,910 35,530 27,440 | totaled 116, compared with 91 at the end of 
Boot and Shoe Production Prs.*...| Feb. 36,750(pl) 33,527 30,331 | January, and 159 on Feb. 28, 1938. 
Portland Cement Shipments*...... Feb. 5,043 5,640 4575 | 
Commercial Failures (¢c)...........! Feb. 963 1,263 1,149 
WEEKLY INDICATORS 
Latest Previous Year 
Date Week Week Aa PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS : ‘ 
ACTIVITY 1923-25—100...... Mar. 25 84.4(pi) 83.8 71.2 Electric power output continues to recede at 
a less than normal seasonal rate and is now 11% 
ELECTRIC POWER OUTPUT above last year, with the New England and Central 
on SU ie aR irs neh aa Mar. 25 2,199 2,225 1,975 industrial States reporting the widest margin of 
increase. The difficulties with which Tennessee is 
TRANSPORTATION now confronted in devising new taxes to replace 
Carloadings, MMR ih wes 758 59 wie. 25 605,462 594,568 572,952 income from private utilities taken over by the 
Sat Ee eteas er Teese ess | + = oyu Ph cso pg er Government, are likely to make other States think 
+ Ese Sei aa a rita 95 98.109 96.130 97'501 twice before embarking upon further experiments 
MM ais a y's tice wins ar ; ; 3 - 
Mantlicleting & Miscellancocs....| Mar.25 959,009 249.300 eso;9se | “Somemmentownentie. 
RSME RMMENMEE oe she csc wsgigse: Mar 25 153,714 152,325 152,211 
: : : Although the automobile industry has already 
STEEL PRICES covered its requirements for April, specifications 
Pif Iron $ per ton (m)............ | Mar.28 20.61 20.61 23.25 against orders placed by other consumers has 
Scrap $ per ton (m)............../ Mar.28 15.29 15.17 13.17 caused recently a normal seasonal expansion in 
Finished ¢ per Ib. (m)............ | Mar. 28 2.286 2.286 2.512 - rsa rig ae, — for finished 
teel remain unchanged at a level averaging about 
STEEL OPERATIONS 7% below last year. Strength in steel serap is 
%o of Capacity week ended (m)....| Apr. 1 55.0 55.5 36.0 attributed more to foreign than to domestic de- 
CAPITAL GOODS ACTIVITY mand. cae Mame yeas 
(m) week ended... ............. | Mar. 25 73.2 74.0 54.4 Critcels tor: in ail taaiaes Nia Manic tenes 
PETROLEUM ened through action of Louisiana in joining the 
Average Daily Production bbls.*..| Mar.25 3,382 3,384 3,405 | interstate oil compact, and by decision of Texas to 
Crude Runs to Stills Avge. bbls.*..| Mar. 25 3,225 3,250 3,093 continue the five-day-a-week schedule of pro- 
Total Gasoline Stocks bbls. *...... Mar.25 87,561 87,291 92,312 | duction through April and May. Wholesale 
Gas and Fuel Oil Stocks bbls.*....) Mar. 25 129,038 130,371 121,741 prices of gasoline in the mid-continent area have 
Crude—Mid-Cont. $ per bbl......| Apr. 1 1.02 1.02 1.27 | been advanced by Yc, the third consecutive 
Crude—Pennsylvania $ per bbl... 7 Apr. 1 1.48 1.48 1.75 | increase this season. 
Gasoline—Refinery $ per gal...... | Apr. 1 05% 053% 0654! 

















{—Millions. 


Bd. 1936—100. 











term trend. (c)}—Dun & Bradstreets. (cm)—Dept. of Commerce estimates of income paid out. 
Dept. of Agric., 1924-29—-100. (ee)—Dept. of Agric., 1909-14—100. (f)}—1923-25—100. (g)—Chain Store Age 1929-31—100. 
(h)—U.S.B.L.S. 1926—100. (j)}—Adjusted—1929-31—100. (k)—F. W. Dodge Corp. (m)—lron Age. (n}—1926—100. (pl}—Pre- 
liminary. (s)}—Fairchild Index, Dec., 1930—100. (En)—Engineering News Record. (Ry)—Railway Age. 


*—Thousands. (a)—Federal Reserve 1923-25—100. (b)—Federal Reserve Bank of N. Y. 100%—estimated long 


(d)—Nat. Ind. Conf. Bd. 1923—100. (e}— 


(N. 1. C. B.}—Nat. Ind. Conf. 
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Trend of Commodities 


In the face of recurring crises in Europe invoking wide- 
spread fears of an imminent outbreak of war, and on which 
were superimposed doubts concerning the domestic business 
prospect, commodity markets as a whole were singularly 
calm. With few exceptions price ranges were narrow and 
lacking im significance. It would a r that leading com- 
modity markets, and particularly those commodities which 
would, according to precedent, be in demand in the event 


of the outbreak of war, indicate that perhaps most of the 
nations likely to be involved have been acquiring emergency 
stores, thus removing the possibility of a sudden demand of 
large proportions, and which could not be readily taken 
care of by present large supplies. Whether or not this is 
the real explanation, however, remains to be seen. In the 
meantime, domestic buyers are cautious, continuing to 
pursue a hand-to-mouth buying policy. 
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down 1.3 
down 0.6 
down 0.2 
up 0.1 

no change 








LABOR COST 
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INDEX NUMBERS 
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M.W. S. INDEX 
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Changes in Major Commodity Price Groups for the Fortnight Ended March 25, 1939 


Metals 
Building Material 
Chemical 
Housefurnishings 
Miscellaneous 























Latest Previous Year 
Date Wh cn kka WL arto. Aes PRESENT POSITION AND OUTLOOK 
COTTON Cotton. Uncertainties, arising from the various 
Price cents per pound, closing legislative proposals designed to aid the cotton 
NUS ag Oi ihe al ea EO Apr. 1 8.06 8.17-8.18 8.66 farmer and afford some manner by which the 
PM sh cunkcaGs oo Beare Lawes Apr. 1 7.84 7.93 8.67 Government can dispose of its huge store of loan 
ON REE RE Bae Apr. 1 8.81 8.92 8.72 cotton, dominate the immediate cotton prospect. 
(In bales 000's) Whatever merit may be accredited to the various 
Visible Supply, World........... Mar. 31 8,441 8,536 9,025 proposals now before Congress, it is only too obvi- 
Takings, World, wk. end.......... Mar, 31 382 414 336 ous that none of them makes any attempt to get at 
Total Takings, season Aug. 1 to....| Mar. 31 12,568 12,186 13,012 the heart of the situation—restoration of foreign 
Consumption, U.S............... Feb. 562 592 427 markets, minus either domestic or export subsidy— 
Exports, wk. end..............5. Mar. 31 47 86 74 and whichever legislation is finanally enacted it 
Total Exports, season Aug. 1 to....| Mar. 31 2,196 2,749 4,725 can be no better than a temporary stop-gap in its 
Government Crop Est. (final). ..... 1938 eet as 18,946 results. 
Active Spindles (000's).......... Feb. 22,525 22,440 22,347 * . 5 
Wheat. Notwithstanding the lower prices pre- 
WHEAT vailing in Liverpool and Winnipeg, domestic 
Price cents per bu. Chi. closing wheat prices continue to hold within a confined 
EN TSROERGE Reig GPa aed ORME es Apr. 1 67%, 67% 841% | range. This condition reflects the Government 
PUN ee aR a on tee Se Aw blace Apr. 1 67% 67% 8034 | export subsidy and loan program. Based on late 
Exports bu. (000's) since July 1 to.} Mar. 25 106,113 105,692 99,006 indications, and despite improved weather condi- 
Exports bu. (000's) wk. end....... Mar. 25 421 1,123 1,761 tions in the Southwest, current crop may not be 
Visible Supply bu. (000’s) as of...) Mar.25 78,465 79,824 50,999 much, if any, larger than domestic requirements. 
Gov't Crop Est. bu. (000's) (final)..| 1938 <)> Ra ts 873,993 Carryover, however, is large and world supplies 
burdensome. 
CORN adie visi k ah 
Price cents per bu. Chi. closing Corn. Despite the lagging interest on the part 
BM eis cae uk CRA RE ee Apr. 1 4112 ATH, 611% | of buyers, both foreign and domestic, corn prices 
A ido. Souls eS nese snes Apr. 1 491, 49¥g 62 have displayed a fairly steady tone. The market 
Exports bu. (000's) since July 1 to.| Mar.25 64,993 64,197 41,546 apparently has taken its cue from the action of 
Visible Supply bu. (000's) as of... Mar. 25 42,478 43,605 37,961 wheat. Demand prospects not particularly 
Gov't Crop Est. bu. (000's) (final)..| 1938 2,480,958 ...... 2,644,995 promising. 
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Price cents per Ib. Copper. Trade reports indicate that consump- 
NT RI OEE PTR Ty ae Apr. 1 11.25 11.25 10.00 tion in March did not come up to earlier expecta- 
Beet Ct. foci e. ree oe ns Apr. 1 10.25 10.25-10.30 9.625 tions. Consumption by fabricators in February 

Refined Prod., Domestic (tons)... -| Feb. 59,295 66,182 59,393 totaled about 45,000 tons, compared with pur- 

Refined Del., Domestic (tons). . . . - Feb 48,067 51,059 27,389 chases of 48,067 tons and consumption in January 

Refined Stocks, Domestic (tons)....| Feb. 28 308,958 301,110 326,244 | of 57,615 tons. The indicated expansion in in- 

Refined Prod., World (tons)... .... Feb. 162,653 173,480 161,350 ventories was apparently in anticipation of a larger 

Refined Del., World (tons)........ Feb. 149,598 . 150,589 138,185 spring demand. With the weakness in the stock 

Refined Stocks, World (tons). ..... Feb. 493,114 480,059 529,134 market, outside prices yielded slightly to 10.625 

Ti cents. - : . 

Price cents per Ib., N. ¥.......... Apr. 1 46.37 46.70 39.20 Tin. The International Tin Committee reduced 

Tin Plate, price $ per box.........| Apr. 1 5.00 5.00 5.35 second quarter export quotas to 40%. Previously 

World Visible Supplyt as of ...... Feb. 28 35,245 34,240 25,261 the quota was 45%, with 35% for export and 10% 

BROS, WOMUVETOS Too 65 5k ncn e sce 00 Feb. 4,105 4,330 4,420 to the Buffer Pool. World stocks are about 10,000 

U. S. Visible Supplyt as of....... Feb. 28 5,486 4,624 5,116 tons greater than a year ago and consumption con- 

tinues to lag. The Buffer Pool will hold 15,000 
LEAD tons by the end of April, which will be held fora 

Price cents per Ib., N. ¥.......... Apr. 1 4.85 4.85 4.50 price of £230 a ton. 

U. S. Production (tons)........... Feb. 39,336 41,507 34,869 Speer 

U. S. Shipments (tons)............ Feb. 34,421 40,189 30,135 Lead. Shipments in February declined 5,768 

Stocks (tons) U. S., as of.......... Feb. 28 129,112 117,214 138,134 tons and stocks increased 4,898 tons. Production 

was off about 2,200 tons. March figures promise 
ZINC to show some reduction in stocks. Recent buying 

Price cents per Ib., St. Louis....... Apr. 1 4.50 4.50 4.25 interest has been dull. 

U. S. Production (tons)........... Feb. 39,512 44,142 41,146 =f Ae athltie: 

U. S. Shipments (tons)............ Feb. 39,723 42,526 22,097 Zine. Recent advance of $1 a ton in zinc ore 

Stocks (tons) U. S., as of .......... Feb. 28 128,009 128,990 108,138 may be the forerunner of high prices for slab zinc. 

Galvanized operations are holding around 62%, 
SILK the highest level for this year. Any advance in 

Price $ per Ib. Japan xx crack..... Apr. 1 9.91 2.26Y 1.571%} London prices would be promptly followed by 

Mill Dels. U. S. (bales), season to..} Mar. 1 296,410 263,191 252,036 | similar action here. 

Visible Stocks N. Y. (bales) as of..| Feb. 28 38,178 48,554 43,834 Re ae: 

Silk. Prices have eased. Statistical position of 
RAYON (Yarn) silk favors higher prices which, however, in the long 

Price cents per Ib................ Apr. 1 51.0 51.0 54.0 run will hurt consumption. This prospect can not 

RONGUIINORION (CO). o<0s 0k bo be die sce Feb. 95.7 27.1 16.8 be viewed favorably in the face of the long term 

ET EE SS ee Tee Feb. - 39.5 39.4 61.1 downward trend in consumption. 

WOOL Rayon. Already manufacturers have bene- 

Price cents per Ib. tops, N. Y...... Apr. 1 84.0 85.0 82.0 fited through the increased use of rayon as a re- 

sult of higher silk prices. The amount of silk used 
HIDES in cheaper garments{has been reduced and silk 

Price cents per Ib. No. 1 Packer..-} Apr. 1 9.75 10.25 8.00 substituted. 

Visible Stocks (000's) (6) as of...-| Jan. 31 5,849 5,764 6,613 sere. 

No. of Mos. Supply as of......... Jan. 31 8.9 9.0 12.0 Wool. Consumption of apparel wool in Febru- 

ary has been estimated at 51,512,000 grease 
RUBBER pounds, a decline of about 1,500,000 pounds 

Price cents per Ib..............-. Apr. 1 15.875 16.06 11.36 from the January level but still substantially higher 

EET | 8 Tee ee eee ene Pee Feb. 36,490 39,082 43,930 than the figure of 27,804,000 grease pounds for 

Consumption, U.S... .-....... +. Feb. 42,365 46,234 23,868 February a year ago. 

Bene eee Feb. 28 231,475 237,826 294,338 pike’ Nhe 

Tire Production (000’s)........... Feb. 4,344 4,581 2,156 Hides. Prices broke sharply, conforming to 

Tire Shipments (000’s)............ Feb. 3,739 4,163 2,291 the trend of stock market action. Statistical posi- 

Tire Inventory (000’s) as of ........ Feb. 28 9,573 8,932 10,559 tion continues strong but increasing doubts over the 

general business prospect have apparently dis- 
COCOA couraged longs. 

Price cents per Ib. May.........-.| Apr. 1 4.52 4.60 5.45 Re ee 

Arrivals (thousand bags).......... Feb. 633 253 266 Rubber. Tire shipments in February totaled 

Warehouse Stocks (thousand Ibs)...} Mar. 31 1,164 1,144 581 3,738,696 units, a decline of 10.2% from the 

January level but a gain of 63.2% from the level 
COFFEE of a year ago. Replacement shipments in Febru- 

Price cents per Ib. (c)............ Apr. 1 7.25 7.50 7.25 ary were 2,159,901 units against 2,353,822 in 

Imports, season to.............-. Mar. 1 9,199 8,103 7,618 January and 1,526,006 units in February 1938. 

U. S. Visible Supply (bags 000's)..| Mar. 1 1,506 1,454 1,347 Manufacturers’ inventories increased in February 

but were still about a million units below last year. 
SUGAR 2 Soe 

Price cents per Ib. Cocoa. Despite heavy liquidation of futures 
Duty free delivered............ Apr. 1 2.88 2.87 3.00 resulting from the drop in the stock market, prices 
Refined (Immediate Shipment).../ Apr. 1 4.40 4.30-4.50 4.50 maintained a comparatively steady tone and 

U. S. Deliveries (000's)*.......... Jan. 345 627 375 selling was readily absorbed. Warehouse stocks 

U. S. Stocks (000's)* as of........ Jan. 31 609 492 594 continue to rise. 

(a)}—Million Pounds. (pl)—Preliminary. (c)—Santos No. 4.N. ¥Y. t—Long tons. *—Short tons. 
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Money and Banking 


















































Latest Previous Year 
Date Week Week Ago COMMENT 

INTEREST RATES 
Time Money (60-90 days)........ Apr. 1 114% 114% 114% Excess reserves of all Member Banks continue 
Prime Commercial Paper.......... Apr. 1 5-1% 5e-1% 1% to soar and according to the latest reports are now 
Ce PINEN 6 Suc oes. Kes os Apr. 1 1% 1% 1% tao ao, sy Sri of ar 

iscount Rate, N. Y........... : ,000,000. ith the flow of gold to the 
navi : sisal » 1% 1% United States again undammed by the latest war 

CREDIT (millions of $) crisis in Europe, it is a safe prediction that excess 
Bank Clearings (outside N. Y.)..... Mar.18 $2,640 $2,201 $2,487 reserves will shortly pass the previous high mark, 
Cumulative year's total to......... Mea48. B5964 - 2.5... 25,212 and a total of $4,000,000,000 ultimately would 
Bank Clearings, N. Y............. Mar. 18 4,087 3,737 3,661 surprise nobody. The result will be to further in- 
Cumulative year's total to......... Wer. 9G: BR SUG. eck. 35,879 tensify the problem of banks in maintaining an 
F. R. Member Banks adequate portfolio of earnings assets, on the one 

Loans and Investments.......... Mar.22 21,742 21,822 20,912 | ° hand, and the risks of acquiring long term bonds 
Commercial, Agr., Ind. Loans...| Mar. 22 3,805 3,794 3,304 at artificially inflated prices, on the other, The 
Brokers Loans...............+: Mar. 22 794 875 721 | latest statement of New York City Member 
Invest. in U. S. Gov'ts.......... Mar. 22 8,238 8,280 7,876 Banks, reflecting efforts to enlarge earnings as- 
Invest. in Gov't. Gtd. Securities..| Mar. 22 2,036 2,023 1,166 sets, revealed an increase of $6,000,000 in longer 
Other Securities... es: Mar. 22 3,259 3,238 3,065 term Government bonds. This is the smallest gain 
Demand Deposits.............. Mar.22 15,976 16,143 14.301 in several weeks, reflecting not any change in the 
Time Denosils ic. 6. ie cS Mar. 22 5,212 5,198 5.931 attitude of banks in favor of longer term Govern- 
New York City Member Banks ments but inability to fulfill their investment re- 
Total Loans and Invest.......... Mar. 29 7,895 7,942 7,576 quirements in the market. Loans to commerce 
Comm'l Ind. and Agr. Loans....| Mar. 29 1,360 1,366 1,649 and industry by New York Banks dropped $6,- 
Re Se ae Rae Mar. 29 611 644 542 000,000 in the latest week, while loans to brokers 
Invest. U. S. Gov'ts............ Mar. 29 2,791 2,819 2,829 dropped $33,000,000 apparently reflecting fur- 
Invest. in Gov't Gtd. Securities...| Mar. 29 1,054 1,052 434 ther distribution of recently issued Treasury notes. 
Other Securities............... Mar. 29 1,186 1,182 1,155 Reflecting increased hoarding of bills of large de- 
Demand Deposits.............. Mar. 29 7,135 6,958 6,100 nomination by foreigners money in circulation 
Tims Dances icc ss ce ss Mar. 29 629 620 648 increased $7,000,000 in the most recent week. 
Federal Reserve Banks 
Member Bank Reserve Balance...} Mar. 29 9,125 8,989 7,312 O38." e 
Money in Circulation.......... Mar. 29 6,765 6,758 6,329 
— pay ear as Si RA Mar.29 15,160 15,075 12,794 New financing in March was well above the 
aes antinle” 901 tage ape ata a Mar. 29 2,837 2,834 2,680 level for that month last year but was disappointing 
Teonsury Cath. .---.---.-.+. +0 Mar. 29 2,722 2,743 3,551 in relation to the volume in 1936 and 1937. 
Excess Reserves............... Mar. 29 3,520 3,360... April, on the basis of the number of new issues in 
wees registration, promises to be more active, unless 

NEW FINANCING (millions of $) the uncertainties arising from the recent weakness 

“—< ay sa Shas gta: SERN OL ie ai cod ee pres in both the bond and stock markets lead to large 
AONE SSO RNG ee ete ee eG eb. ; 3 2 
RM ou oo. kes ccs Feb. 136.1 10.2 a) 
POSITION OF FOREIGN BANKS 
Mar. 29, 1939 Mar. 30, 1938 COMMENT 
9, 

— (000's) £481,987 £485,410 Any reasoned forecast of the business outlook 
Public Benois papain iS site cares 91.774 17.167 for Great Britain must inevitably terminate in the 
Pilubis Dake. 5. csc 13 4177 1 455 15 uncertainties stemming from the confused and 
Ne Sei yea RR 98 509 108.139 tense European political situation. Sentiment, 
"key EA A 36 968 37 383 which in Britain was definitely more hopeful at the 
Govemment Securities............ 102,301 110,816 | beginning of the year, has become more skeptical 
GA 97 948 98.993 and while the actual deterioration in industry has 
tee ie 4116 8709 not become pronounced as yet, inevitably the 
Be ee ee 99.479 920.991 uncertainties will influence plans and buying 
ee Luin wh re ease 459 45 rr 99 4 power. Meanwhile, London securities markets 
Coin pear’ Bullion Yet Cera ers ge 997931 397934 are making a better showing than our own, appar- 

EE SE AS EE : ‘ ently viewing the implications of the latest Hitler 
BANK OF FRANCE (000,000's) Mar. 24, 1939 ine | Oe. 
Ye et Res mie lesa Under the sensible pro-business policies in- 
ode aaa a Riles 11.150 augurated by Daladier, France continues to make 
Wheat Office Bills............... 2,038 ’ noteworthy strides in strengthening her intemal 
Advance Against Securities....... 3339 31697 economy and _ industrial structure. Daladier's 
RD te SOE ae 115.999 94'815 latest moves toward encouraging business include 
Fiat P ites Meee 93.70 4 5 4399 tax relief measures designed to aid export trade, 
Temp. Advs. to State............ 20,627 3 6,673 while on the other a defense and rearmament 
Gold on Hand to Sight Liabilities. . 62.50% 46.81% or stered by vigorous economy 
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POSITION OF FOREIGN BANKS—Continued 

















GERMAN REICHSBANK (000's) Mar. 23, 1939 Mar. 23,1938 | 
Gold and Bullion................ Rm.70,772 Rm.70,771 | 
Of Which Deposits Abroad..... 10,572 20,333 | 
Reserve in Foreign Currency... .... 6,000 5,622 | 
Bills of Exchange & Checks....... 6,992,267 4,921,760 
NS EE RT RP 975,621 422,980 
WME MNMMBE Eg Uin.c'c os coke SaaS ees 7,463,800 4,807,821 
Notes in Circulation............. 1,303,400 832,199 
Other Daily Matured Obligations. . 454,104 204,628 
IR oh OR oe te pS a veneer eee: ees ey SVEN 
Proportion of Gold & Foreign Cur- 
rency to Note Circulation....... 1.03% 1.58% 
BANK OF CANADA (000's) Mar.29,1939 Mar. 30, 1938 | 
Reserve Gold, Coin & Bullion..... $202,057 $180,640 | 
ESS a GAOL: Leased TEN "SE MRR en 2,859 | 
Reserve in Sterl. & U. S. Dollars... . 32,499 22,648 | 
Mente COINS 8 ico. occ ea. or 8% 424 191 | 
Dom. & Prov. Gov't Short Term 
EOE SAE EN SN 130,660 119,978 | 
Other Dom. & Prov. Securities... .. 27,039 41,343 
RMN 5 gry estes tee so Se eae mealns 12271 | 
Note Circulation................ 159,577 148,802 | 
Deposits—Dom. Gov't........... 19,168 24,003 
Chartered Banks................-. 203,122 195,267 | 
Res. to Note & Dep. Liabilities. .. 60.44% 55.60% 


The Rumanian trade agreement has been en- 
thusiastically received by business interests in 
Berlin. Although other nations have been in- 
vited to make trade arrangements in Rumania, the 
provisions of the German compact, indicate that 
Germany will attempt to regulate the entire inter- 
nal economy of Rumania on its own behalf. In 
order to meet colossal expenditures, Germany has 
resorted to a form of fiat money inflation to cover 
its deficit, through the issuance of large quantities 
of tax anticipation warrants. 


* . * 


Indexes of Canadian business reveal some 
further decline and in a considerable measure con- 
ditions there are the counterpart of those now 
prominent in our own outlook. Canada, no less 
than the United States, entered the current year 
hopefully, but the introduction of serious uncer- 
tainties into the prospect, already originating in 
the European political situation, have cast con- 
siderable doubt upon the vigor of later business 
recovery. 











FOREIGN EXCHANGE IN DOLLAR TERMS 





























t+—Nominal quotations. 


Quotations in cents and decimals of Demand Cables 
a cent except pound sterling which is Mar. 31 Year Ago Mar. 31 Year Ago COMMENT 
in dollars and cents. 
Country and Par aa nae sia poor 
Great Britain ($8.2397 a sov)........ 4.68 4. 4. : Cmansianal Guntiia Nai Be 7 
| Belgium (16.9509 a belga)......... 16.82% 16.87% 16.82% 16.87%! 2:0 have been under hs ee 
Denmark (45.374 a ee) A eee 20.90 22.16% 20.90 22.16% | - . considerable length of time and up to the present 
Finland (4.264c a finmark) eee rec eces 2.07 2.20 2.07 2.20 have resisted stoutly the effects of fleeing capital. 
France (par not definite)............ 2.647 3.07%. 2.64 3.07% | No longer are the franc and the pound at the mercy 
Germany (40.33c¢ a mark)**......... 40.12 40.1514 40.12 40.1514 of speculative attacks of any size, since banks have 
Germany (benevolent mark)......... tL A alee me are >, > amas Aaa been discouraged from financing bear trensections, 
Germany (travel mark).............. 21.45 24.25 21.45 24.25 but they are the vehicles through which flow the 
Germany (handels sperrmark){....... Me Sone ME OE funds destined for safer safekeeping in the United 
Greece (2.197¢ a drachma)......... 0.86 0.9114 0.861% 0.91%4 | States. Support of the British Equalization Ac- 
Holland (par not definite)........... 53.0814 55:37 53.0814 55.37 count succeeded in holding sterling within a nar- 
Italy (5.2634c a lira)§.............. 5.2614 5.26% 5.2614 5.2616 row range, to close without loss, on the day Prime 
Norway (45.374c a krone).......... 23.52 24.95 23.52 24.95 Minister Chamberlain committed his country to a 
Poland (18.994c a zloty)........... 18.89 18.89 1809 18.89 very possible wer in defense of @ continental ne- 
Portugal (7.483¢ an escudo)......... 4.271% 4.53 4.271 4.53 tion. Forward discounts on both francs and pounds 
Rumania (1.012c a leu)............. 0.72 0.75 0.72 0.75 widened at such times, but even at their extremes 
Sweden (45.374c a krona) Sd Ome: 24.12 25.59 24.12 25.59 were narrower than at moments in the past when 
Switzerland (par not definite)........ 22.44 22.9234 22.441, 22.9234 danger seemed less imminent 
Yugoslavia (2.981¢ a dinar)......... 2.30 2.351 2.30 2.351% esr a 
Shanghai dollars (unsettled)......... 16.12% 26.50 16.121 26.50 
Hongkong dollars (unsettled)........ 28.69 30.60 28.69 30.60 Belgium, Holland and Switzerland have shown 
India (61.798c a rupee)............ 35.02 37.50 35.02 37.50 | more alarm in their currencies, relatively speaking, 
Japan (84.39c a yen).........--.-. 27.30 28.95 27.30 28.95 | than the larger countries. Belga futures for 90-day 
Sts. Settlements (96.139c a dollar)... .| 54.45 57.90 54.45 57.90 delivery have recently been quoted at a discount 
Argentina (71.87¢ a paper peso) 4. . .} 23.05 24.75 23.05 24.75 of 65 points, 30-day futures at 28 points. Spot 
Argentina (71.87¢ a paper peso)**...| 31.22 33.10 31.22 33.10 rates have also been nervous over the dangers of 
Brazil (20.25¢ a paper milreis)**..... 5.90 5.90 5.90 5.90 their position in case of another European war. 
Chile (20.599 a gold peso)T....... 5.19 5.19 5.19 5.19 Meanwhile the United States continues to receive 
Colombia ($1.645 a gold peso)**....| 56.98 54.65 56.98 54.65 gold at a remarkable pace, the movement now 
Mexico, peso (unsettled)?.......... 20.20 22.75 20.20 22.75 being notable for the proportion of government as 
Peru (47.409c a sol)f......-.------ 20.1214 23.871 20.12% 23.8714 | distinguished from private holdings coming here. 
Uruguay ($1.751 a gold peso) q..... 37.50 43.50 37.50 43.50 Well over $100,000,000 of the metal came in dur- 
Uruguay ($1.751 a gold peso)*f..... 61.6244 65.34 61.624 65.34 ing @ period of little more than twenty-four hours 
Venezuela (32.67c a bolivar){...... 31.63 30.75 31.63 30.75 at the end of March, including one cargo which set 
Venezuela (32.67¢ a bolivar)**...... 31.63 31.6214 31.63 31.62% | anewrecord for size. 
Ecuador (5 sucres a dollar) 4f........ 6.871% 8.00 6.8714 8.00 
§4—Free rate, **—Official rate. §—Travel lira, 4.75¢. 
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THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1938 Indexes 1939 Indexes 
No. of 
High Low Issues (1925 Close—100) High Low Mar. 18Mar.25 Apr. 1 
77.8 44.2 316 COMBINED AVERAGE 73.1 57.1 63.7 63.8 S71 
133.9 88.5 5 Agricultural Implements... 116.5 90.8 107.2 105.7 90.8x 
47.9 24.7 6 Amusements........... 43.2 32.0 35.3 35.6 32.0x 
92.3 43.1 15 Automobile Accessories. 92.3 65.3 75.9 76.6 65.3x 
14.8 7.0 12 Automobiles........... 12.8 9.3 10.6 10.7 9.3x 
182.7 75.2 11 Aviation(1927CI—100) 182.7 139.4 1526 156.1 139.4x 
16.1 8.9 3 Baking (1926 Cl—100).. 15.4 11.7 13.6 14.0 12.5 
203.3 120.2 3 Business Machines....... 183.9 144.2 157.7 153.1 141.2x 
S770 4146" OC Reeee e 168.2 136.0 147.1 147.0 136.0x 
50.2 25.6 20 Construction.........-... 41.5 32.5 38.0 37.4 32.5x 
246.2: 1738 - 5 Contsmen...........-. 242.6 185.3 205.3 204.5 185.3x 
129.6 60.0 9 Copper & Brass......... 118.6 82.6 93.0 96.8 82.6x 
28.0 21.8 2 Dairy Products.......... 29.8 23.6 27.3 27.7 26.2 
27.4 12.2 8 Department Stores....... 23.9 18.9 21.2 o1-3 18.9x 
65.5 40.1 7 Drugs & Toilet Articles... 53.5 42.3 48.5 48.7 44.0 
329.0 158.1 2 Finance Companies...... 312.0 2648 280.0 282.5 267.3 
81:1 33.3: 7 Feod Biands....-...... 86.2 75.9 80.3 80.9 75.9x 
35.3. 90.8 3 Foo Stems... 2c... > 41.9 34.4 38.4 38.6 36.4 
72.1 36.9 4 Fumiture &FloorCovering 792.1 54.5 64.0 62.2 54.5x 
1262.1 953.7 3 Gold Mining........-.. 1301.2 1204.3 1299.0 1247.1 1914.4 
32.1 21.1 6 Investment Trusts........ 27.6 21.7 23.8 23.7 21.7x 
i 223.7 140.7 4 Liquor (1932 Cl—100).. 193.1 160.1 169.8 173.0 160.1x 
138.0: 77.6 9 Moethinery:........-5.- 129.0 94.4 111.2 108.1 94.4x 
85.8 49.1 2 Mail Order...........- 87.4 64.6 80.4 80.0 64.6x 
56.5 36.5 4 Meat Packing.......... 52.3 43.3 48.9 50.6 46.4 
195.9 116.0 14 Metals, non-Ferrous..... 173.6 1336 146.3 146.7 133.6x 
14.0 fi BS ROH earner 13.5 8.9 10.7 10.5 8.9x 
113.0 76.2 24 Petroleum.............- 100.9 .82.1 89.8 89.6 82.1x 
65.6 38.8 18 Public Utilities.......... 62.6 50.5 55.6 55.8 50.5x 
18.9 10.3 4 Radio (1927 Cl.—100).. 17.0 12.9 14.3 14.9 12.9x 
61.6 28.2 9 Railroad Equipment..... 61.6 40.7 48.0 48.7 40.7x 
186: 105 “92 Reloads. 2. 5s... . 6... 18.1 13.0 14.8 14.6 13.0x 
9.5 % ey Ae eae 7.9 5.5 6.1 6.2 5.5x 
82.7 36.1 2 Shipbuilding........... 82.7 54.3 60.2 60.9 54.3x 
106.5 55.2 13 Steel &lron............ 99.0 70.6 79.3 80.3 70.6x 
Be Baia be Be ieee Do a or eae 20.1 14.4 17.2 16.9 14.4L 
Tet 3186: S ONE. . v cce een se 459.2: 499.4 > 420.7. 127:4 119.4x 
60.0 37.6 3 Telephone &Telegraph.. 52.7 43.8 41.7 47.4 43.8x 
gy fee > Os MRR Sec 0" AR ace gaan 45.0 32.3 38.9 38.8 32.3x 
20.6 10.0 4 Tires & Rubber. 20.0 15.1 17.3 17.3 15.1x 
ie ES Gi se ere ee 85.9 80.5 84.0 83.1 80.5x 
oye - 41556 4 Teton. 2s... ek. 36.9 26.5 28.5 30.2 26.5x 
243.3 146.0 4 Variety Stores.......... 241.4 2040 22919 22998 2168 
Pate Spina 20 Unclassified (1938 Cl.— 
MAP ah is cia vals ies 100.8 82.6 91.3 91.3 82.6x 
L—New LOW record since 1937. x—New LOW this year. 
DAILY INDEX OF SECURITIES 
N.Y. N. Y. Yimes 
Times Dow-Jones Avgs. ——50 Stocks—— 
40 Bonds 30 Indus. 20 Rails High Low Sales 
i Monday, Mar. 20..... 72.09 141.28 29.46 99.91 98.52 946,500 
Tuesday, Mar. 21..... 72.60 143.41 30.01 100.56 99.69 689,610 
Wednesday, Mar. 22.. 71.89 139.51 28.96 99.07 96.72 1,440,440 
Thursday, Mar. 23..... 72.19 140.33 29.36 99.39 97.83 833,690 
Friday, Mar. 24....... 72.64 141.82 29.87 100.27 98.81 645,330 
Saturday, Mar. 25... 712.62 141.55 929.73 99.90 99.03 439,270 
Monday, Mar. 27... 72.71 141.14 9.74 100.55 99.19 566,160 
Tuesday, Mar. 28..... 72.41 139.33 29.34 98.54 97.75 676,710 
Wednesday, Mar. 29.. 72.59 139.75 29.75 98.92 98.06 465 ,280 
Thursday, Mar. 30..... 72.10 13669 28.61 9880 96.12 984,600 
Friday, Mar. 31....... 71.13 131.84 26.38 96.68 92.09 2,888,390 
Saturday, April 1..... 71.14 132.83 27.24 93.27 90.90 1,588,430 
STOCK MARKET VOLUME 
' Week Ended April 1 Week Ended March 25 Week Ended March 18 
1,139,570 4,994,840 5,593,000 
Total Transactions Same Date Same Date 
Year to April 1 1938 1937 
65,186,077 63,133,240 162,761 ,286 











COMMENTS 


Another war scare, probably no more 
justified than others during the past seven 
months, carried our Combined Average 
of over 300 active common stocks down 
through the January low to a level fraction- 
ally below the bench mark of Sept. 24; but 
the close on Apr. 1 was two points above 
the pre-Munich war scare low on Sept. 17. 
Higher grade stocks and bonds, as usual in a 
declining market, held better than the lower 
priced and more speculative issues. Vol- 
ume during the week ended Apr. 1 was the 
heaviest since the week which witnessed the 
bottom of the January Hitler slump. 


* * * 


The M. W. S. Bond Index slid off a point 
during the fortnight ended Apr. 1, to the 
lowest level since Dec. 17. Second grade 
rail bonds, were the weakest, declining to 
the lowest level since Sept. 24. Foreign 
government bonds, lead by Poland's ex- 
ternal issues, declined to the January war 
scare low point which, in turn, was by far the 
lowest level touched since the beginning of 
1932 when we began computing the index. 


* am * 


During the week ended Apr. 1, all but 
eight of the 43 component group indexes of 
our weekly Index made new lows for the 
year. The eight groups which thus dis- 
closed technical strength were Baking, 
Dairy Products, Drugs & Toilet Articles, 
Finance Cos., Food Stores, Gold Mining, 
Meat Packing and Variety Stores. Other 
groups showed less, though better than aver- 
age, technical strength by stopping short of 
their Sept. 24th bench marks. These were 
Aviation, Food Brands and Shipbuilding. 


* * * 


Groups displaying longer range techni- 
cal weakness in declining to bench marks 
antedating that reached by the Combined 
Average were Sugar, which dropped to the 
lowest level since Apr. 15, 1933; Sulphur, 
which sank to the lowest level since Dec. 
31, 1937; Investment Trusts and Realty, 
which fell to the lowest level since March, 
1938; Agricultural Implements and Petro- 
leum, which touched the lowest levels since 
May; Amusements, Automobile Acces- 
sories, Automobiles, Business Machines, 
Construction & Building Materials, Con- 
tainers, Copper & Brass, Department Stores, 
Machinery, Mail Order, Non-ferrous 
Metals, Radio and Textiles, which reached 
the lowest level since June. 


Comparison of the technically strong 
with the technically weak groups discloses 
that issues which held best represented in- 
dustries which deal in necessities or in 
goods bought by people of small incomes; 
whereas the weakest issues represented in- 
dustries which produce goods that can be 
dispensed with in time of stress. The only 
exceptions to this generality were Aviation, 
Gold and Shipbuilding, which are war's 
necessities. 
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MARKET REACTION 





Offers Exceptional Profit Opportunities 


ing buying power to be held 





GAIN a normal technical 
setback has become a full 
intermediate market reaction 
because of another European 
war scare. And, as the tension 
lifts, a sharp rebound should 
follow as it did after the lows 
established on September 26th 
and January 26th. Selected 
stocks bought as the decline 
runs its course and a new base 
is established, will bring quick 
and substantial profits. 


These frequent volatile swings 


definite and continuous coun- 


” 


paper profit 


sel as The Forecast provides. L. A. D., of Cleveland, Ohio. 


Our subscribers following our 
three short-term programs... . 
Unusual Opportunities, Trading 
Advices and Bargain Indicator 


... are now in a position to buy Indicator. 





Takes $3.500 Protit 
in Two Months! 


through our short-term advices dur- 
ing the war crisis last September. 


“I thought you would be inter- 
ested to know how well satisfied 
I am with your service. I began 
trading on September Ist and 
up to the present I have a net 
profit of $3,500 on closed trans- 


emphasize the need of just such actions, without ; 
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On the next rally, you should also take steps to 
strengthen your account by liquidating those securi- 
ties likely to go considerably lower and remain 
dormant. Our counsel as applied to your present 
securities may mean the difference between profit 
and loss over the coming months. 
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investors and traders in all types of markets. Its sub- 
scribers are located not only in the United States but 
in Canada, Central and South America, and Europe. 
These investors must have market advisory counsel 
that is up-to-the-minute and that will permit them to 
operate profitably despite the handicap of distance 
from the financial centers. That they find the service 
of The Investment and Business Forecast satisfactory is 
a tribute to its accurate prediction of market trends 
and its careful selection of outstanding securities. 
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Answers to Inquiries 





(Continued from page 740) 


ume generally results in a more pro- 
nounced gain in earnings, since 
overhead costs are more or less fixed. 
Consequently, the outlook for in- 
creased income over the coming 
months is rather optimistic, though 
orders usually show a tendency to sag 
in the initial stages of recovery and 
then to increase rapidly toward the 
end. Capitalization is simple, the 
659,998 shares of capital stock out- 
standing having sole claim on assets 
and earnings. Finances are very satis- 
factory, the balance sheet as of De- 
cember 31, 1938, disclosing current 
assets of $3,668,321, including cash of 
$708,780, as against current liabilities 
of $346,188. Inventories were con- 
siderably lower than at the previous 
year-end, but they are believed to 
be entirely adequate. Dividends are 
likely to be irregular, but the ten- 
dency in recent years has been to 
pay out a larger proportion of earn- 
ings. Under these conditions, we 
feel the issue merits retention at 
these levels with a view toward at 
least moderate appreciation. 





Collins & Aikman Corp. 


Do you advise me to continue to hold for 
income and price appreciation 75 shares of 
Collins & Aikman that cost me 55%? Does 
the recent improvement in the stock only 
partially discount the increased sale of 
fabrics to the automobile industry and to 
the furniture makers? Are dividend pay- 
ments in prospect?—II. H., Schenectady, 
i A 

Collins & Aikman’s consolidated 
income account for the nine months 
ended November 26, 1938, revealed 
net income equal to 34 cents per 
common share, which represents a 
precipitous drop from $4.81 per 
share in the like period of 1937. 
However, a sharp reversal in the 
earnings trend occurred in the third 
quarter when $1.51 per share was 
shown, thus wiping out the deficit in 
the two previous quarters and leav- 
ing a profit for the common. Unfa- 
vorable conditions during the first 
half were responsible for the poor 
showing, but the advent of the third 
quarter witnessed a_ substantial 
pick-up in buying by the automobile 
industry. The latter consumes 


around 70% of the company’s out- 
put of finished textile fabrics and 
since the trend of operations in this 
industry continued at a good level 
into the last quarter of Collins & 
Aikman’s fiscal year, earnings for 
the full year should be satisfactory. 
Estimates of per share results for 
the entire period range between 
$1.50 and $2.00 per share against 
$3.85 for the 1937-38 fiscal year. 
Sales of fabrics to the furniture in- 
dustry, whose operations are reflect- 
ing the rise in residential building 
construction, have been expanding. 
Profit margins are largely dependent 
upon the price of raw materials, 
while volume is closely connected 
with the rate of operations in the 
automobile industry, so that erratic 
carnings is a characteristic of the 
company. Nevertheless, because of 
steadier cotton and mohair prices 
and expectation that a good rate of 
activity in the automobile industry 
will continue, plants of Collins & 
Aikman should maintain the cur- 
rent fairly high level of production 
which has been gradually stepped up 
from the curtailed basis of mid- 
Summer. At current prices, the 
common is apparently discounting 
the estimated earnings for the fiscal 
year ended February 28, 1939, but 
the stock still possesses a fair mea- 
sure of speculative appeal and since 
current quarterly dividend payments 
of 25 cents may be increased, we 
counsel retention, 


Oliver Farm Equipment Co. 


Do you regard the upward trend in farm 
purchasing power in some sections of the 
country, and the Anglo-American, U. S.- 
Canadian trade treaties as factors offering a 
promising outlook for Oliver Farm Equip- 
ment this spring? I have 50 shares of this 
stock at 52% and would like to know if 
higher levels are now in view.—B. D., New 
York, N. Y. 


Oliver Farm Equipment’s 1938 
annual report showing earnings of 
only 18 cents per common share as 
compared with $6.44 per share in 
1937, reflects a 28% drop in net sales, 
a much narrower profit margin and 
higher average labor costs. A de- 
ficit of 45 cents per share would have 
been shown in 1938 had it not been 
for the ability of the company to 
eliminate during the year all bank 
indebtedness which totaled $6,600,- 
000 at the close of 1937 and which 
at its peak late in 1930 amounted to 


$17,000,000. This was accomplishea 
through liquidation of part of in- 
ventories and_ receivables and 
through use of cash on hand. How- 
ever, in January, the company re- 
borrowed $3,000,000 from banks, 
repayable annually on January 10, 
1940 to 1944, with option for pre- 
payment. Despite the changes 
revealed in the year-end balance 
sheet, working capital position was 
somewhat stronger. Cash of $1,- 
052,934 was slightly in excess of 
total current liabilities. At this 
time, it is difficult to gauge the po- 
tential demand for farm equipment 
this year. In 1938, cash farm in- 
come was down; current prices for 
major farm products are low and 
acreage may be reduced this year 
as a result of the large carry-over 
from 1938. The trade treaties men- 
tioned in your letter are not expected 
to stimulate sales to any marked de- 
gree. Oliver already operates a plant 
in Canada and has many sales offices 
abroad. However, prices for farm 
products may rise moderately and it 
is generally believed that farm in- 
come may exceed that of 1938 by a 
moderate margin. This offers en- 
couragement that sales of the com- 
pany may expand somewhat and 
that the shares will likewise benefit 
marketwise. The immediate future 
holds little possibility of a dividend 
payment, but as a speculative hold- 
ing for potential profit, the shares 
merit retention. 





As I See It 





(Continued from page 707) 


or Watt Street. Holding the whip- 
hand as a result of her acquisition of 
the network of railroads and all 
other forms of transportation and 
communication, she was able to put 
her barter system into effect. 

The stage had previously been 
set. Because Germany’s peculiar 
economic setup and foreign trade 
policy, dating back many genera- 
tions, makes it necessary for her to 
export 33 1/3% of her output to 
balance her economy, this plan called 
for the establishment of strong Ger- 
man centers in every country in Eu- 
rope. To this end she exported her 
young men and sent the ablest type 
of economic, financial and industrial 
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brains out into the world to further 
the interests of the Fatherland. 

Thus it is that in Europe the Ger- 
mans occupied prominent positions, 
giving them a voice in industry, 
banking and politics, enabling them 
to wield tremendous influence. After 
the World War, and increasingly fol- 
lowing the depression, they began 
to be subordinated in the various 
countries in favor of nationals so 
that they not only suffered great loss 
in business and income themselves, 
but were no longer in a position to 
serve the Fatherland. It is this im- 
portant nucleus, nevertheless, in 
every European state that laid the 
foundation for demands by German 
minorities to be enforced by Nazi 
troops at the psychological moment. 
We all know how well it worked out 
and how simple it made the process 
of mopping up. When the Nazi van- 
guard arrived there was available 
complete data and accurate infor- 
mation regarding every phase of life 
in that country, and the name of 
every member of the opposition, 
and where to locate him. It is be- 
cause of this that the Germans have 
been able to move with such speed 
and make such rapid progress in 
their march through Europe. 


And Now— 


It was these very sudden and ra- 
pid moves which threw fear into the 
opposition camps in England and 
France—coming at a time when 
they were being lulled into the be- 
hef by the Chamberlain government 
that Germany was occupying herself 
in the West, and when the news in 
the press was concentrating on the 
Mediterranean crisis. 

Nor was the new trade treaty be- 
tween Germany and England reas- 
suring. This Anglo-Reich trade ac- 
cord, signed the day after Czecho- 
slovakia was taken, was severely at- 


tacked. The Financial News of 
London protested vigorously and 


heatedly against the export trade 
agreement reached between British 
and German industrialists, declar- 
ing that the Federation of British 
Industries, had issued a false and 
misleading summary. In addition, 
they said the text showed that it was 
worse than was at first thought be- 
sause “what is intended is nothing 
less than a full Anglo-German eco- 
nomic alliance—a complete reorien- 
tation of the whole of our commer- 
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cial policy—a cartelization of British 
industry on German lines, which if 
resisted, would subject other nations 
to a united Anglo-German drive 
: “ 
against them. 
Further alarm was created by the 
announcement that victorious Fran- 





co had joined with Italy and Ger- 
many in an anti-commintern pact! 
The battle wages fast and furious- 
ly, and at the moment there is no 
sign as to which side will win— 
whether this new phase will stop 
Germany, bring peace or war. 
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The Investment Clinic 





(Continued from page 723) 


cluded in an investment program 
which emphasizes security and de- 
pendable income, only in judicious 
proportions to high grade bonds 
and preferred stocks. At the most 
second grade issues should not com- 
prices more than 40% of an income 
portfolio. Granted that all of the 
selected issues afford ample assur- 
ance of sustained interest and divi- 
dent payments, their current quota- 
tions to a more or less extent have 
been inflated by the factors men- 
tioned in the discussion on page 714. 
This is particularly true in the case 
of the bonds and preferred stocks. 
Characteristically, more sensitive 
marketwise than high grade issues, 
the possibility of capital depreciation 
in the event of any alteration in 
present basic condition must not be 
overlooked. Investors, therefore, 
must judge for themselves, to what 
extent they can risk some capital 
depreciation in return for a larger 
current yield. 





Will Business Resume 
Advance? 





(Continued from page 711) 


(2) residential building in which, 
among other favorable factors, easy 
FHA mortgage terms have been 
notably effective. Reflecting heavy 
letting of public works contracts in 
the closing months of last year, the 
Federal Reserve Board adjusted in- 
dex of non-residential awards by the 
close of 1938 stood at 128% of the 
1923-1925 average. The trend of 
this index since December has been 
downward and will continue down- 
ward unless Congress adopts a new 
public works spending program, 
which is unlikely. 

On a similar basis of comparison, 
residential building started the year 
at 57% of the 1923-1925 average. 


This was more than 20% above the 
best levels reached in the 1936-1937 
recovery movement and all recent 
data justifies estimate that approxi- 
mately this rate of gain has been 
maintained through March. Barring 
war or further severe psychological 
unsettlement arising from the Euro- 
pean news, the trend of residential 
awards is likely to be generally 
favorable at least into the third 
quarter. 

Building awards, of course, are in 
the nature of new orders executed 
over a considerable future period. 
The economic stimulation flowing 
out of fourth quarter and first quar- 
ter awards will be felt in progressive- 
ly increasing degree from now on toa 
probable peak around July or 
August. 

Railroad expenditures for track 
materials, larger in the first quarter 
than in all of last year, apparently 
represents deferred maintenance. 
There has been but moderate im- 
provement thus far in demand for 
rolling stock. Capital expenditures 
by the roads for the rest of the year 
will depend primarily upon the 
course of general business activity 
as reflected in rail revenues. On war 
or business set-back such spending 
would be curtailed from even the 
present depression level. Given suf- 
ficient easing of the European ten- 
sion to permit resumption of our 
major recovery cycle, rail spending 
could and would play an important 
role. Precisely the same qualifica- 
tions apply to the outlook for utility 
capital commitments — which have 
been somewhat disappointing so far 
this year—and, indeed, to all types 
of heavy industry goods except such 
as get important stimulus from do- 
mestic and foreign armament pro- 
grams. 

There are relatively few indus- 
tries or branches of industry which 
can view the unstable European pic- 
ture with complete equanimity. 
They include ship-building, aircraft 
manufacturing and some branches 
of the machinery and machine tool 
trades. With minor exceptions, 
what the steel industry loses in busi- 
ness deferred as a result of war fears 
greatly outweighs what it gets in 
armament orders. 

To the extent that the present 
underlying recovery cycle rests on 
the foundation of New Deal pump 
priming, we cannot expect it to last 
as long or to go as far as we would 
like. The primary need remains 


what it has been for some time— 
that is, confident revival of normal 
private investment and spending. 
This need is increasingly recognized 
by both the Congress and the Ad- 
ministration. Even though reme- 
dial action at Washington has been 
neither as prompt nor as decisive as 
business men would like, the shift 
of political emphasis from reform to 
recovery has at least made some 
tangible net progress and inevitably 
will make more. 

While we may have to wait a while 
for the fruit to ripen, it would be 
both naive and unrealistic to assume 
that the Administration and the 
Democratic majority in Congress 
will risk approaching the 1940 polit- 
ical campaign without having done 
everything in their power to bring 
about better times. It would be 
equally naive to think that anything 
they can possibly do would instantly 
revive private long term investment 
as long as we and the world hold our 
breath while waiting to see whether 
Europe’s tottering peace will be 
shored up or whether it will come 
crashing down in ruins. 

Business is “fundamentally sound.” 
Money is plentiful and cheap. Eco- 
nomic activity is 20% above the 
1938 depression low and about 18% 
under the 1937 high. We thus are 
midway between the bottom of a 
fairly stiff depression and the top of 
a fairly good recovery year. It is 
not a position from which a plunge 
into a new depression is likely, come 
war or not—but the answer to the 
question of when we will resume 
the forward march depends chiefly 
on nearby developments in Europe. 





Prospects Favor Rubber 
Companies 





(Continued from page 729) 


period of low consumption. 

It is worth remembering, if crude 
rubber prices should advance, that 
the industry in this country has 
usually made money in a rising 
market. 

Incidentally, crude rubber is an 
essential war commodity. If war 
should occur and should dislocate 
seriously shipping facilities, the fact 
that we have in this country only 
five months’ supply at normal rate 
of consumption might create an 
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acute problem. Much has been said 
about synthetic rubber. It is true 
that our synthetic rubber is excel- 
lent in quality, but it costs about 
four times as much as natural rub- 
ber, and our present plant capacity 
could fill less than 1% of our normal 
needs. To build plants capable of 
supplying even a considerable part 
of our requirements would be tre- 
mendously expensive and would take 
time. 

Fundamentally, then, the profit 
outlook for the rubber industry 
seems good. For the sake of the 
investors in rubber securities, it is to 
be hoped that the managements of 
the companies will take advantage 
of these favorable circumstances. 





Effects of Chilean Taxation 
on Anaconda and Kennecott 





(Continued from page 725) 


will be one in which speed is the de- 
cisive factor. There will be no time 
to wait for production to overtake 
the sudden demand; nor will buyers 
be content with deliveries three 
months after purchase. Nations may 
have been stocking up with the raw 
materials of war, but with an out- 
break there will come such an over- 
whelming insistence upon actual pos- 
session of large quantities of copper 
(while the seas are still free and be- 
fore shipping rates have skyrock- 
eted) that considerations of poten- 
tial supply will be acedemic. 

Not only Anaconda and Kenne- 
cott, but Phelps Dodge and Inspira- 
tion and Roan Antelope would make 
some quick profits, if the latter view 
is correct. What would follow re- 
quires more careful thought. It is 
entirely possible that an almost im- 
mediate increase in costs of all kinds 
would set in, and that these com- 
panies would find no greater profits 
in 20c wartime copper than in 1034¢ 
peacetime prices. Certainly the great 
need of the industry today is not 
for a speculative play in the price 
of the metal but for a resumption of 
normally progressing business con- 
ditions. War would help copper 
only over the extremely short term. 

Any improvement in the business 
outlook will have sharp reflection in 
the market action of the coppers. 
Kennecott at 32 is some 19 points 
below its high for the recovery and 
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Anaconda at 23 is about the same. 
Their action has evidently dis- 
counted not only the relatively un- 
important Chilean tax proposal but 
a sizeable business setback as well. 
Needless to say, the coppers which 
are among the best speculations on 
prosperity are among the worst in 


a depression; Anaconda’s dividends 
of 50c and Kennecott’s of $1.75 paid 
last year would be anything but de- 
pendable if the recovery trend should 
be reversed. Confidence in improv- 
ing conditions generally, however, 
would mark both issues as in the 
buying range at current levels. 


753 














The Trend of Events 





(Continued from page 705) 


accounted for 34.4% of all Latin- 
American imports, as compared with 
14.1% for Germany, 12.6% for 
Great Britain, 2.7% for Japan and 
2.6% for Italy. Our share was larger 
than the combined shares of all four 
of these and nearly two and a half 
times that of Germany. We have 
long been the largest buyer of Latin- 
American exports, taking 31.1% of 
the total in 1937. It is improbable 
that complete 1938 foreign trade 
figures will show any major shift in 
these relationships. 





Investments of Today and 
Tomorrow 





(Continued from page 715) 


a fair investment return. Such a pro- 
cedure, however, if pursued too far is 
fraught with greatly increased risk. 

The individual investor is the 
“victim” of the same circumstances 
which brought about the investment 
dilemma of the banks and insurance 
companies. The piling up of huge 
sums of money in financial institu- 
tions and the resulting pressure to 
put these funds to work has, as we 
have seen, created an insatiable de- 
mand for high grade bonds and pre- 
ferred stocks, forcing their market 
price to heights at which the yield 
was inadequate for the average in- 
dividual. Corporations, quick to 
avail themselves of this situation, 
have taken advantage of low interest 
rates and a ready market demand to 
undertake large scale refunding op- 
erations. While the corporation in 
this manner has been enabled to ef- 
fect important savings in interest 
and dividends, the investor, obliged 
to present his bonds for redemption, 
has either been compelled to accept 
the new and lower yielding securi- 
ties or attempt to replace called 
bonds by another issue yielding the 
same return. 

When the latter course is followed 
it invariably means that the investor 
has diverted his funds to a lower 
grade issue and to that extent has 
suffered a loss of investment safety. 
Nevertheless, this secondary demand 
for medium grade boiuds and pre- 


ferred stocks has attained such pro- 
portions that this class of issues has 
risen to a point where the average 
yield is lower than might otherwise 
be supported on a quality basis. 


What then? The most practical 
answer seems to be that suggested 
by the modified policies of banks and 
life insurance companies—a partial 
compromise including the accept- 
ance of a lower yield and the diver- 
sion of a portion, say not more than 
40%, of funds to medium grade 
bonds and preferred stocks and per- 
haps a few of the more dependable 
dividend issues among common 
stocks. Such a plan, it is conceded, 
implies some sacrifice in both safety 
and income. In actual practice, how- 
ever, the results may be wholly satis- 
factory. As a matter of fact there 
are many bonds and preferred stocks 
in the second, or medium, grade 
classfication which are seasoned in- 
vestment isues and concerning which 
there has never been any serious 
doubt as to their security or the 
maintenance of interest and dividend 
payments. With the exercise of 
proper care and discrimination in 
the choice of issues, the investor con- 
fronted with the necessity of preserv- 
ing a certain minimum of investment 
income should within reason be able 
to expand his portfolio to include « 
larger percentage of second grade is- 
sues. The actual risks may prove 
practically negligible. Some prac- 
tical suggestions to those seeking in- 
come investments will be found in 
the Investment Clinic, page 724 of 
this isue. 





As the Trader Sees Today's 
Market 
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stock now, even if the buyer were to 
take all stock traded, would account 
for perhaps four weeks’ turnover. 
Nine years ago the same investment 
could have been accomplished in 
half a day’s trading, allowing for the 
difference in price. American Tele- 
phone was another recent example 
of concentrated but not necessarily 
prolonged demand. The sulphurs 
have been running into considerable 
selling. But where Texas Gulf now 
trades at the rate of perhaps 6,000 
shares weekly, ten years ago its vol- 
ume reached 236,900 shares in the 
last week in March which contained 


the Good Friday holiday. 

It is easy to see that comparatively 
unimportant totals of buying or sell- 
ing can change the whole appearance 
of an issue for weeks at a time. 
Where it is selling the tendency is 
for a certain amount of accompany- 
ing liquidation to be caused, merely 
for fear that some good reason for 
the weakness exists; and the buying 
is likely to attract a modest follow- 
ing on the same line of reasoning. 
Aside from the main trend of the 
market and of business for the indi- 
vidual company, these slants make 
poor paths to follow, unless of course 
one can anticipate them for trading 
purposes. Exceptions are very nu- 
merous, but the rule might well be 
to follow outstanding strength or 
weakness in a specific issue only with 
a very nimble tread. 





Two Leaders in Construction 
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the year, which amount represented 
for the most part an excess of divi- 
dend payments and capital expendi- 
tures over earnings before non-cash 
charges. Approximately $1,800,000 
was spent pursuant to the 5-year 
plant improvement program begun 
in 1935. Lone Star’s balance sheet 
presents an equally satisfactory pic- 
ture, assets of $11,910,576 including 
$5,355,425 in cash, comparing with 
$1,735,256 of current liabilities. 

Capital structures of both com- 
panies have been simplified and 
strengthened in recent years. Early 
in 1936, Lehigh effected a recapital- 
ization plan under which the former 
7% preferred was exchanged for a 
new 4% preferred the greater part of 
which has now been converted into 
common stock. Of the senior issue, 
only 56,751 shares were outstanding 
at the close of 1938 (convertible at 
$25 per common share) , while equity 
capitalization consisted of 769,945 
shares of $25 par value. The com- 
pany has no funded debt or bank 
loans. The last of Lone Star’s 
funded debt, which five years ago 
totaled close to $18,000,000, was con- 
verted into common in 1937. There 
is no preferred or bank debt out- 
standing and capitalization consists 
solely of 962,366 no-par common 
shares. 

It is thus apparent that these two 
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concerns are well situated financially, 
as well as from an operating view- 
point (plant capacity is well in ex- 
cess of output), to take advantage of 
the currently rising trend of both 
public and private construction. 
For the industry as a whole, ship- 
ments in the final quarter of 1938 
were up 1214% from year earlier 
levels and a gain of 20% or better 
is indicated for the first quarter of 
1939 as against the like period of last 
year. Moreover, a satisfactory sta- 
tistical position obtains as stocks in 
producers’ hands are substantially 
less than a year ago. On the demand 
side of the picture, the peak of ac- 
tual construction work and material 
purchases arising from the public 
works program initiated by the fed- 
eral government last year still lies 
ahead. The next four to six months 
should see increasing demand from 
this source. Residential building 
continues on the upgrade, contract 
awards in February being the high- 
est for that month in ten years. 

Of two companies here discussed, 
Lehigh stands to gain most earn- 
ingswise, and on an increase of 
say, 15% in sales, could probably 
net about $2 per share. This would 
represent a gain of 50% over 1937 
earnings whereas, at recent levels 
around 21, the common stock is sell- 
ing at less than half the 1937 high 
of 511% and is even well under the 
1937 mean price of 33. Lone Star, 
however, is entitled to a somewhat 
higher investment rating than Le- 
high. Throughout the depression- 
ridden ‘thirties, the former has lost 
money in only two years and omitted 
dividend payments in only one, 
while the latter suffered losses in 
each of the five years 1931 to 1935 
and distributed nothing to stock- 
holders in the latter four. Payments 
at present are at the rate of 25 cents 
quarterly, with a substantial extra 
in prospect this year, while Lone 
Star, currently on 75 cent quarterly 
basis, is also likely to distribute 
something extra to shareholders be- 
fore the year is out. 





Marshall Field 
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basis. Favored by location, prestige, 
size, and at least recently by aggres- 
sive methods, both volume and 
profits of the retail division are al- 
most certain to derive a full share of 
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whatever increase in public spend- 
ing lies ahead. 

The same influences should work 
to the advantage of the real estate 
division, operating the Merchandise 
Mart and the Annex Office Building, 
both in Chicago. Gross income of 
the Mart was increased 12% last 
year, and at the end of the year the 
building was over 80% leased, 
against 78% twelve months earlier. 

The Annex also improved its oper- 
ating results in 1938, and given con- 
tinued favorable trends in business 
conditions there is no reason why 
both should not do better in the fu- 
ture. Interest charges on $14,000,- 
000 of first mortgage bonds, run- 
ning between 3% and 4%, are prop- 
erly chargeable against the real 
estate division, which might set cov- 


ering this expense as its immediate 
objective, not at all unattainable. 

The mortgage bonds are the only 
long-term obligations in the capital 
structure, preceding 8,965 shares of 
7% prior preferred stock, 287,225 
shares of 6% cumulative preferred, 
and 1,659,335 shares of common. 
The 6% preferred stock is convert- 
able until the end of 1946 into three 
shares of common for each share of 
preferred. Dividends on both pre- 
ferred issues are in arrears since the 
first quarter of 1938, leaving roughly 
$1,786,000 which must be cleared up 
before the common can hope to re- 
ceive any disbursements. 

Funded debt and interest charges 
have been substantially reduced over 
the past few years, the former having 
come down from its 1930 peak of 
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$32,000,000. A serial bank loan for 
$4,000,000 due from 1938 to 1941 
was paid off last year yet cash and 
equivalent were over $7,000,000 
higher last December at $9,624,000 
and the ratio of current assets to cur- 
rent liabilities increased to almost 
5 to 1. Cash and near-term Trea- 
sury notes alone were almost $3,000,- 
000 in excess of total current liabil- 
ities. A great part of the improve- 
ment in cash position was of course 
due to smaller inventories and re- 
ceivables. 

Earnings of $3,492,000 in 1938 
were equivalent after preferred divi- 
dends to $1.04 per share on the com- 
mon stock. Had the retail division, 
however, been able to hold to its 
pace of the previous year, the result 
would have been about $1.70 per 
share. Some such figure is therefore 
possible without any improvement 
in other lines, and although it would 
be risky to predict rapid strides by 
either the manufacturing or the real 
estate division, there seems every 
reason to believe the stores capable 
of duplicating their 1937 earnings 
merely on a continuance of present 
levels of business. 


Interest charges of $520,000 an- 


nually could be covered by real es- 
tate operations with only an exten- 
sion of the present profit trend. The 
manufacturing division as now set 
up is pretty much an unknown quan- 
tity, but its earnings could doubtless 
cover preferred dividends ($1,786,- 
000) in a good year. With the stores 
repeating their 1937 profits, poor 
fourth quarter and all, they would 
then furnish in the neighborhood of 
$3.00 a share for the common stock 


before allowance for income taxes. | 


At 12, against a low last year of 514, 


the stock is discounting the future | 


no more than the market as a whole, 
and perhaps considerably less. It 


ran up above 30 two years ago when | 
prospects were actually less favor- | 
able, although that was not so ap- | 
Before the latest war | 


parent then. 
scare set the market back, Marshall 
Field had gone on to a new high for 
the recovery above 15 early this 
year. Considering the admitted 
speculative risks of the issue, the ex- 
tent of the reaction thus far has been 
moderate and has done nothing to 
impair expectations that improved 
business conditions will bring con- 
siderably higher earnings and market 
valuation to Marshall Field’s com- 
mon stock. 
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